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AICPA Sets 
Open Meeting 
Procedures
Notice of Public 
Meeting— Quality 
Control Standards
AICPA Computer 
Conference 
To Be Held
The CPA Letter
A Semimonthly News Report Published by the AICPA
As reported in the November 14 issue, the AICPA’s Council has resolved that 
meetings of standards-setting committees and other committees whose activities 
have a significant public interest should be open to the public when standards 
are discussed or acted upon.
Public notification will be given for open portions of the meetings of the 
following groups: Accounting and Review Services Committee, Accounting 
Standards Executive Committee, Auditing Standards Executive Committee, 
Federal Taxation Executive Committee, Management Advisory Services Executive 
Committee, Professional Ethics Executive Committee and the Quality Control 
Standards Committee; also, the Federal Government Executive Committee 
and the Board of Examiners.
Notices will appear in the Letter for meetings scheduled for the third and 
fourth weeks following the issue dates. (Members who wish to be assured of 
sufficient advance notice should consider paying $5.00 a year to the circulation 
department for first-class mailing.)
A daily updated recorded telephone service will identify meetings and 
agenda items for the following 10 working days. Also, changes from the original 
printed notice and information on special or emergency meetings will be reported. 
The telephone number is (212) 575-5694.
The AICPA’s Quality Control Standards Committee will hold a meeting in Atlanta 
on January 24-25 at the Sheraton Inn — Atlanta Airport.
Open sessions will be held on January 24 from 1:30 p.m. to 5:30 p.m. and on 
January 25 from 10:00 a.m. to 3:00 p.m. The following documents will be 
discussed by the committee:
□  A Guide to Implement the Voluntary Quality Control Review Program for CPA 
Firms — Performing and Reporting on Quality Control Compliance Reviews 
(consider draft for publication).
□  Guideline for State Society Involvement in AICPA Quality Control Review 
Program for CPA Firms (consider draft for publication).
□  Quality Control Standards for CPA Firms (consider draft for exposure).
□  Report of Consulting Reviews Task Force (review task force report).
The next scheduled meeting of the committee is February 27-28 in New York.
The AICPA’s fourteenth annual computer services conference will be held May 
22-25 at the Marriott Motor Hotel in Atlanta. The 3½-day conference will deal 
with various aspects of computer-based business systems.
New this year are five different tracks designed so as to allow registrants to 
choose a specific study path. The five tracks include courses in the following 
areas: basic computer auditing, advanced computer auditing, practice manage­
ment, industry applications and general topics in EDP.
Registration fee is $225. Advanced programs will be available in March.
For further information, contact Alan Frotman at the AICPA.
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On September 9 , 1977, a hearing panel of the Joint Trial Board Division’s Tenth 
Regional Trial Board voted to expel a member of the AICPA and the New Jersey 
Society of CPAs for acts discreditable to the profession.
One of the discreditable act charges was failure to take CPA courses as he 
had promised a trial board hearing panel in 1973. That panel had found the 
member guilty of performing substandard work in connection with a client’s 
financial statements in violation of the AICPA Code of Professional Ethics. In 
view of his statement of intention at the hearing to take CPE courses on reporting 
standards, the panel limited his penalty to an admonishment.
The other discreditable act charge was refusing to deliver a W-2 form, 
which the ethics charging authority characterized as a “client record,” until his 
fee for accounting services was paid.
In addition, the member was charged with failure to respond to requests 
by the AICPA ethics division to produce audit work papers in connection with a 
subsequent examination of financial statements of the same client that had 
been involved in the 1973 hearing.
The member did not appear at the September 9th hearing. After hearing the 
charges, the panel found the member guilty of the discreditable acts charges 
but not guilty of the charge of refusal to deliver the client record because of 
insufficient evidence that the document was in fact a client record. Based upon its 
guilty findings, the panel voted to expel the member from membership in the 
New Jersey Society of CPAs and the AICPA and to withhold publication of name 
from the notice of disciplinary action.
The member was advised of the hearing panel’s decision and did not request 
a review. The decision therefore became effective on October 10, 1977.
Editor’s Note; A Council resolution was recently amended to require disclosure 
of the member's name following a finding of guilty in a disciplinary action.
The above decision was made prior to this amendment.
Federation of 
Schools of 
Accountancy 
Formed
At a meeting last month, the Federation of Schools of Accountancy was estab­
lished. The group’s goal is the professionalization of accounting education in the 
United States, and it hopes to provide the impetus for the development of 
professional schools of accountancy, much like existing schools of medicine 
and law.
CPAs To Be 
Included 
in Economic 
Censuses
For the first time, accountants and auditing firms will be included in the economic 
censuses to be conducted by the Bureau of the Census, an agency of the Depart­
ment of Commerce. More than 2.5 million questionnaires will be mailed in early 
January to all larger businesses and industrial firms, plus some smaller businesses 
and a random sample of CPA practitioners and other professionals.
The economic censuses are taken every five years to measure the extent of 
the nation’s economic activity. The data collected is used by businesses to 
compare their operations with others in their fields.
The deadline for the return of the completed forms is February 15. Federal 
law requires that recipients complete the forms, but also guarantees the 
confidentiality of the information received.
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AICPA Member 
Expelled
A message to AICPA members 
on bylaw and Code amendments
AICPA American Institute of Certified Public Accountants1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200
  January 9, 1978Dear Member
You will soon be asked to vote on amendments to the Institute’s bylaws and Code of Professional 
Ethics. The proposed changes are a part of the profession’s overall response to recommendations 
of the Commission on Auditors’ Responsibilities and to congressional and other criticisms.
Proposed actions and the reasons why they were believed to be necessary were explained in the 
August 1977 issue of the CPA Letter and in a special letter to all members dated August 31, 1977. 
At its meeting on September 17, the Council took action on its own authority on many of the 
proposals. In addition, it authorized a mail ballot of the membership to seek approval of the bal­
ance of the proposed actions.
In the forthcoming referendum you will be asked to vote on the following bylaw amendments:
1 Expansion of the Board of Directors by adding three public members to be responsive to the 
criticism that there should be greater public involvement in the affairs of the AICPA.
2 Permission for nonpracticing members to serve as officers of the Institute and members of the 
Trial Board to give recognition to the importance of this group in the overall makeup of the 
profession.
You will also be asked to vote on the following changes in the Code of Professional Ethics:
1 Modification of the rules on advertising, solicitation and incompatible occupations and repeal 
of the rule requiring notice to another practitioner of offers of employment to his employees. These 
changes respond to the serious legal questions that have been raised with respect to the current 
rules and are designed to strengthen the public interest orientation of our Code.
2 Adoption of general standards to apply to all areas of practice— audit, tax and management 
advisory services. This will avoid the confusion that would otherwise arise from piecemeal and 
differing standards for each of the major areas of practice.
3 Removal of an internal inconsistency in the independence rule. This is simply a technical change. 
Each of the proposals is endorsed by the Board of Directors, and Council approved the mem­
bership referendum by an overwhelming vote.
The pressures on the profession during the past months have been unprecedented. The Metcalf 
Subcommittee Staff Study and the hearings which followed made it very clear that the profession 
would remain in the spotlight for some time to come. The recently published report of the Met­
calf Subcommittee sets a number of challenging goals which we should not ignore. Follow-up 
hearings will be held and we must be prepared to show that we have responded in good faith to 
legitimate concerns. Our efforts are being monitored by the SEC, which has promised to report 
to the Congress on our progress by July 1, 1978.
The public statements of Congressman John Moss indicate that his subcommittee intends to 
hold hearings on the profession early in 1978. We must be able to show that the steps we have 
taken in the past few months are in the public interest and sufficient to make federal regulatory 
legislation unnecessary. Of special interest will be the actions taken on the recommendations of 
the Commission on Auditors’ Responsibilities, whose final report is about to be published.
We cannot present our position effectively and succeed in our efforts to remain self-regulated 
and retain the setting of standards in the private sector unless we can demonstrate that the program 
developed by the profession’s leaders has your support. You can best show that support by voting 
for adoption of the proposals in the referendum ballot. The Board of Directors and Council have 
done all that they can do. Completion of a record of a concerned and balanced response requires 
your affirmative support.
We ask that you carry the program of the Board and Council forward by taking the time to 
vote in favor of the proposals. Nothing could better demonstrate to our critics the resolve of our
135,000 members to act promptly and responsibly to correct perceived deficiencies.
Stanley J. Scott, Wallace E. Olson,
Chairman President
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Due Date 
Extended on 
CATV Draft
Insert to S&L 
Audit Guide 
Exposed
FASB Issues 
Statement on 
Forward Exchange 
Contracts
. . .  And Issues 
Discussion 
Memorandum on 
Interest Costs
The AICPA’s accounting standards division has extended the comment date on its 
exposure draft of a proposed statement of position, “Accounting by Cable 
Television Companies” (see December 12 Letter).
Comments are now due by February 27, 1978, extended from January 31.
The public hearing has also been postponed to February 27. Those persons 
wishing to present comments at the hearing should contact Paul Rosenfield at the 
AICPA by February 10.
The Institute’s accounting standards executive committee has approved for 
exposure a proposed section of the Savings and Loan Audit Guide dealing with 
troubled debt restructurings. “Accounting for Troubled Debt Restructurings,” 
as it applies to savings and loan associations, is geared to conform the guide to 
FASB no. 15, “Accounting by Debtors and Creditors for Troubled Debt 
Restructurings.”
When final, the draft will be incorporated in the proposed Audit and 
Accounting Guide for Savings and Loan Associations which was exposed last 
July. Comments are due by February 15, 1978.
For further information, contact Hugh McWhorter at the Institute’s 
Washington Office (202-872-8190).
The Financial Accounting Standards Board has issued Statement no. 20, amending 
its Statement no. 8, “Accounting for the Translation of Foreign Currency 
Transactions and Foreign Currency Financial Statements,” to modify accounting 
for forward exchange contracts.
The statement is effective January 1 ,  1978, with earlier application encour­
aged. Copies are available at $1.50 each from the Publications Division, FASB, 
High Ridge Park, Stamford, Conn. 06905.
In a related matter, the FASB has issued a proposed statement of financial 
accounting concepts concerning the objectives of financial reporting and the 
elements of financial statements of business enterprises. In addition, the board 
has added to its technical agenda a project that will address issues relating to 
the presentation of information about earnings. Both steps are part of the board’s 
effort to develop a conceptual framework for financial accounting and reporting. 
Unlike a statement of financial accounting standards, a statement of financial 
accounting concepts doesn’t establish accounting principles within the meaning of 
Rule 203 of the AICPA’s Rules of Conduct.
The FASB has also issued a discussion memorandum that sets forth and analyzes 
the issues relating to accounting and reporting for interest costs. The memo­
randum, which states no conclusions, will serve as a basis for a public hearing to 
be held at the New York Sheraton Hotel starting at 9:30 a.m. on April 4, 1978.
The basic issue to be resolved is which accounting method should be applied 
to interest costs: account for interest on debt as an expense of the period in 
which it is incurred, or capitalize interest on debt as part of the cost of an asset 
when prescribed conditions are met, or capitalize interest on debt and imputed 
interest on stockholders’ equity as part of the cost of an asset when prescribed 
conditions are met.
Anyone wishing to make an oral presentation at the hearing should notify the 
director of research of the board by March 8. Written comments, position 
papers and outlines of proposed presentations must also be received by the 
board on or prior to that date.
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FAF Trustees Elect 
New Officers
Two FAF Trustees 
and Advisory 
Council Named
Recent AICPA 
Publications
Effective January 1, 1978, Alva O. Way III, vice president-finance of General 
Electric Company, became president of the Financial Accounting Foundation, 
succeeding John C. Biegler, a charter member of the FAF. Biegler, senior partner 
of Price Waterhouse & Co., will continue to serve as trustee.
Russell E. Palmer, managing partner of Touche Ross & Company, became 
vice president of the trustees. Walter P. Stern, senior vice president and director 
of Capital Research Company, will continue to serve as treasurer, while new 
trustee Norton M. Bedford (see below) will become secretary.
Norton M. Bedford, head of the Department of Accountancy at the University of 
Illinois, and Richard S. Hickok, managing partner of Hurdman & Cranstoun, 
have been elected to the board of trustees of the Financial Accounting Founda­
tion, for three-year terms effective January 1, 1978.
In addition, J. O. Edwards, controller, Exxon Company, U.S.A., has been 
reelected for a three-year term. Michael N. Chetkovich, managing partner of 
Haskins & Sells, has been elected to complete the unexpired term of Stanley J.
Scott, managing partner of Alford, Meroney & Company, since Scott, who is 
presently a trustee, has automatically become an ex officio member of the board 
as a result of his election as AICPA chairman.
In a related matter, the Financial Accounting Standards Board has appointed 
53 advisers to assist Professor Robert N. Anthony of the Harvard Graduate 
School of Business Administration in a research study on the objectives and basic 
concepts underlying financial accounting and reporting for nonprofit entities.
In another matter, 15 new members have been appointed to one-year terms 
on the Financial Accounting Standards Advisory Council, effective January 1,
1978. Also, 17 members have accepted reappointment for one-year terms, 
increasing the body’s membership from 28 to 32.
New members of the Advisory Council who are practicing CPAs include:
Samuel A. Derieux, partner, Derieux, Baker, Thompson & Whitt; Mary A. Finan, 
partner, Arthur Young & Company; and Arthur Wyatt, partner, Arthur Andersen & Co.
Practicing CPAs accepting additional one-year terms on the Advisory 
Council include: Joseph P. Cummings, deputy senior partner, Peat, Marwick, 
Mitchell & Co.; Irving B. Kroll, managing partner, Kenneth Leventhal & Company; 
Raymond C. Lauver, partner, Price Waterhouse & Co.; and Charles A. Werner, 
assistant national managing partner-technical, Alexander Grant & Company.
Financial Report Survey 15: Updated Illustrations o f  Accounting Policy Dis­
closure — This 1977 edition presents a survey of applications of APB Opinion 
no. 22, “Disclosure of Accounting Policies.” Excerpts from financial statements of 
371 recently published annual reports are presented. Price is $7.50; $6 to members.
W orking with the Revenue Code—1978 — This updated edition of the Institute’s 
annual tax guide provides advice on IRS procedures and discusses provisions of 
the Code. The material is drawn from recent Tax Clinic columns of The Tax 
Adviser. Price is $10; $8 to members.
These publications can be obtained from the Institute’s order department.
The Institute’s minority recruitment and equal opportunity committee has issued 
a booklet which includes the Spring 1977 survey of minority employment in 
major accounting firms, plus a summary of the placement of accounting graduates 
from historically minority schools (1973-1976). It is available free by contacting 
Sharon L. Donahue, AICPA manager of minority recruitment.
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Washington Briefs The Securities and Exchange Commission has issued (in Release no. 33-5893)
final rules on industry segment information requirements. The new rules, which 
closely conform to those recently issued by the Financial Accounting Standards 
Board, require companies to disclose revenue, profit and asset information 
relating to their industry segments and geographic areas for a five-year period.
The Federal Trade Commission has announced an industry-wide investigation of 
the legal profession. The investigation will concentrate on bar association 
practices that restrict consumer access to legal services.
The FTC has announced an extension of the deadline for filing outstanding 1974 
line of business reports until March 1, 1978. The extension was granted to 
accommodate the federal courts which are involved with controversies related 
to the line of business program.
President Carter has signed legislation raising the termination insurance premium 
rates for single employer plans from $1 per year per participant to $2.60 
beginning this year. The legislation also delays until July 1, 1979 mandatory 
coverage of multiemployer pension plans under the termination insurance 
program of ERISA.
The SEC will hold a hearing in March on the effect of its rules and regulations on 
the ability of small businesses to raise capital. Hearing dates and locations will 
be announced shortly.
In letters to the SEC, the Institute has commented on the proposed rules re­
lating to auditor changes (Rel. no. 33-5868) and the disclosure of relationships 
with independent public accountants (Rel. no. 33-5869). The AICPA urges several 
changes geared to help strengthen the relationship between independent auditors 
and a company’s board of directors or audit committees.
In Information Release 1921, the IRS has issued three revenue rulings relating 
to tax shelters. Rev. Rul. 78-28 pertains to motion picture depreciation, Rev. Rul. 
78-29 deals with depreciation of a patent, and Rev. Rul. 78-30 discusses the 
tax treatment of third party costs for dredging.
The IRS, in Rev. Proc. 77-44, has issued guidelines for approving changes in plan 
and trust years pursuant to ERISA. The factors to be considered include: a 
substantial business purpose, absence of a tax motivation, and a plan or trust 
year of 12 months or less resulting from the change.
The CPA Letter
American Institute of Certified Public Accountants, inc.
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AICPA is Sued over 
New Division 
for Firms
Williams Stresses 
Independence at 
SEC Conference
The CPA Letter
A Semimonthly News Report Published by the AICPA
The recent action of the AICPA’s council in establishing a voluntary division for 
firms has been challenged by a small group of members. A suit has been filed 
in New York State Supreme Court by 18 members in 11 states which seeks an 
injunction against further implementation of the program until it is submitted 
to the membership for a vote by mail ballot.
The plaintiffs allege that the establishment of the AICPA division for firms 
exceeded the authority of council. Their complaint is grounded in the theory 
that new classes of membership have been created and that only the membership 
can approve such new membership classes. The group also claims the plan 
will decrease competition among accounting firms.
AICPA president Wallace E. Olson stated that the establishment of the 
division represents an effort by the accounting profession to improve its ability 
to serve the public’s interest in high quality auditing standards and procedures. 
“Membership in the division and each of its two sections, the SEC practice 
section and the private companies section, is available on equal terms to all 
accounting firms and should not result in any competitive disadvantage,” he said.
Mr. Olson said that the issues raised in the suit were carefully considered 
by the 253 members of council at its meeting last September before the vote 
on the division was held. Council overwhelmingly approved the proposed 
division. A proposal to submit the council action for approval by the entire 
membership was rejected by those present at the annual membership meeting.
“The AICPA does not believe that it exceeded its lawful authority in the 
establishment of this division. The filing of this suit was not a service to the 
public interest or to the accounting profession,” he added. Mr. Olson said that 
the Institute intends to defend the suit.
A hearing on the petition is scheduled for January 31, 1978.
There is “a sense of expectation and urgency,” according to Harold M. Williams, 
chairman of the Securities and Exchange Commission, “for the profession to 
act to build the public’s confidence in the independence of accountants.”
Speaking before the AICPA’s Fifth National Conference on Current SEC 
Developments held earlier this month in Washington, D.C., Williams told con­
ference participants that he had “very little desire to preside . . . over increased 
regulation of the accounting profession” or to “see legislation passed that 
would place the responsibility on the commission.” However, he added that 
“time is rapidly running out on the opportunity for voluntary initiatives” by the 
accounting profession.
Williams said that the accounting profession’s progress will be evaluated 
on three key issues: “independence, quality control, including self-discipline, 
and the accounting and auditing standard-setting processes.” Independence, 
which he said is the key issue, “is the auditor’s single most valuable attribute.” 
For further information on the conference, see the February Journal o f  
Accountancy.
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In keeping with a new policy of reporting on disciplinary matters, the AICPA’s 
professional ethics division has recently completed an analysis of the disposition 
of ethics investigations under the Joint Ethics Enforcement Plan for the AICPA 
and 37 state societies.
As of January 1 , 1977, there were 482 outstanding cases to which 432 were 
added up until June 30. Dispositions made during this period were:
Expelled or suspended under automatic provisions of bylaws 19
Prima facie cases sent to Trial Board 13
Administrative censures issued 17
No violation found, includes letters of constructive comment 305
Subtotal 354
Investigations open at end of period 560
Under active investigation 365
In litigation — investigation deferred 195
SAS on Segment
Information
Approved
The Institute’s auditing standards division has issued Statement on Auditing 
Standards no. 21, Segment Information. SAS no. 21 provides guidance to an 
auditor in examining and reporting on financial statements that are required by 
FASB Statement no. 14, Financial Reporting for Segments of a Business 
Enterprise, to include information about an entity’s operations in different 
industries, its foreign operations and export sales, and its major customers.
The statement is essentially the same as the exposure draft issued in August. 
In particular, it states that an auditor should have a “reasonable basis” for con­
cluding whether a company’s segment information conforms to FASB statement 
no. 14 “in relation to the financial statements as a whole.”
Copies of the statement have been mailed to all Institute members. 
Additional copies are available from the order department at $1.25 each.
In a letter to the SEC last October, the AICPA’s stock brokerage auditing 
subcommittee commented on the requirement for an auditor to report on the 
adequacy of procedures established by a broker or dealer for complying with 
the requirements for possession or control of certain customer securities under 
Rule 15c3-3 of the Securities Exchange Act of 1934.
The letter noted that the Institute appointed a special advisory committee to 
develop criteria for evaluating systems of internal accounting control. The 
letter stated that unless the SEC developed its own criteria for evaluating the 
adequacy of possession and control under Rule 15c3-3, reports on adequacy 
should not be required while the special committee is studying a similar but 
broader issue.
Recently, in a letter to the AICPA, the SEC staff noted that they believe that 
Rule 15c3-3 establishes a sufficiently objective standard for judging the ade­
quacy of a system for complying with the requirements for possession or control 
of customer securities. However, the letter added that, in view of the special 
committee’s study, “the staff will accept, for the present, reports in the form 
detailed in your letter of October 28, 1977.”
Copies of the October 28 letter and the SEC’s response are available on 
written request from the Institute’s auditing standards division.
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Ethics Investigations 
Summarized
SEC Responds 
on Broker Dealers
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Audit Commission 
Issues Final Report
Task Force Named 
on AICPA Model 
Accountancy Bill
Dates Set for 
197B Practice 
Management 
Conferences
Fifth Annual MAS 
Conference Set
In March 1977, the AICPA-appointed Commission on Auditors’ Responsibilities 
issued its tentative conclusions (see March 28 Letter) covering more than 40 
recommendations in 11 major areas affecting the responsibilities of auditors in 
meeting the needs and expectations of users and the public.
The Commission has now approved its final report. It includes some 
revisions based on a reconsideration of certain issues and a review of the pre­
vious conclusions. The report includes an appendix which lists the most 
significant modifications.
One key change is the addition of broad recommendations for a voluntary 
oversight program including peer review and the establishment of oversight 
groups similar to independent audit committees by individual accounting firms. 
Also, positions on secrecy and publicity in the disciplinary process have been 
clarified.
The final report is being mailed to all Institute members and several inter­
ested organizations. Additional copies will be available at $7.50 each, $6 to 
members, from the Institute’s order department.
The Institute’s state legislation committee has established a task force to review 
key provisions of the AICPA Model Accountancy Bill in order to assure its 
continued relevancy as a guide in developing uniform state accountancy laws. 
According to task force chairman Joseph L. Brock, Brock Schechter & Polakoff, 
Buffalo, the following areas will be studied:
□  Entry requirements — education, examination and experience.
□  Definitions — terms such as “public practice” and “attest.”
□  Temporary practice provisions.
□  Protection of titles.
Copies of the Model Bill are available free from the Institute’s legislative 
reference service.
The Institute’s management of an accounting practice committee will sponsor 
four practice management conferences in 1978 as follows:
□  Firm Management and Administration— management by objectives, long- 
range administrative planning, the one-firm concept and administrative 
reviews. Las Vegas, July 31-August 1.
□  People Management — staff evaluation, personnel policy manual, motivation 
and quality of life. Las Vegas, August 3-4.
□  Practice Growth and Development — training partners and staff for practice 
development, mergers, improving MAS practices and monitoring growth. 
Cambridge, Mass., September 28-29.
□  Partnerships and Professional Corporations — partner selection and retention, 
partnership relations and role of a managing partner. Atlanta, November 2-3.
In announcing the new program, the committee noted that the 1977 sessions 
had a 19 percent increase in attendance over those held in 1976. For further 
information, contact the Institute’s member relations division.
The AICPA’s fifth annual national MAS Conference will be held September 
20-21 in New York. The two-day conference will focus on developing participants’ 
MAS techniques and capabilities and will provide an update on a wide range 
of MAS practice subjects. Included will be concurrent sessions on both technical 
and administrative aspects of MAS practice.
Registration is $135. For further information, contact Monty Kuttner of 
the Institute’s MAS division.
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SEC Schedules
Hearings on Oil
and Gas Standards
. . .  and Lets Lease 
Accounting Rule 
Stand
Members to Vote 
on Bylaw and 
Ethics Amendments
Sempier Named 
Executive Director 
of International 
Group
The SEC has invited public comment on issues relating to accounting standards 
for oil and gas producing companies. The SEC is considering whether to adopt 
the standards embodied in the FASB’s Statement no. 19, which was issued 
last month. Statement no. 19 requires the “successful efforts” method of account­
ing for costs incurred in searching for and developing oil and gas reserves.
The SEC has tentatively scheduled hearings beginning March 27 in 
Washington, D.C., and Houston to consider these standards. Comments are due 
by February 24, and should be directed to George A. Fitzsimmons, Secretary,
SEC, 500 North Capitol Street, Washington, D.C.
The SEC also announced in ASR 235 that ASR 225 requiring restatement of 
financial statements in certain leasing situations will not be amended. The SEC 
had issued ASR 225, which conforms to FASB Statement no. 13, Accounting 
for  Leases, in August. Comments had been requested by December 3 1 , 1977.
The commission noted that since the comments received provided little 
additional information, it decided not to amend its previously adopted rules.
AICPA members will soon receive a mail ballot containing seven proposals that 
would amend the Institute’s bylaws and its Code of Professional Ethics. Council 
authorized this referendum last September, upon recommendation of the 
board of directors. Each proposal is accompanied by a statement of its objective, 
the text of the proposed change and a summary of pro and con arguments.
The proposals are as follows:
□  Proposal no. 1 — To permit members not in practice to serve as officers of 
the Institute and members of the trial board.
□  Proposal no. 2 — To authorize the addition of three public members to the 
board of directors.
□  Proposal no. 3 — To establish general standards applicable to all areas of 
practice.
□  Proposal no. 4 — To change the time period during which service as a trustee 
of a trust would impair independence [solely a technical change in the 
independence rule).
□  Proposal no. 5 — To repeal the present rule on advertising and solicitation 
and adopt a new and less restrictive rule. (See November 14 Letter.)
□  Proposal no. 6 — To substitute “conflict of interest” for “feeder” as a basis for 
the prohibition against incompatible occupations.
□  Proposal no. 7 — Repeal the rule requiring notice to a practitioner of intent to 
offer employment to one of his staff.
Ballots are due by March 31. To become effective, the proposals must be 
approved by two-thirds of the members voting.
Robert N. Sempier, CPA, the AICPA’s former director of international practice, 
has been appointed executive director of the International Federation of 
Accountants, with headquarters to be established at 1270 Avenue of the 
Americas, New York, New York 10020, effective February 1. The telephone 
number will be (212) 765-4626.
Formed at the International Congress of Accountants in Munich last October, 
the IFAC comprises 63 organizations representing 600,000 accountants in 49 
countries. It will seek to develop compatible guidelines in technical, ethical and 
educational areas for the international accountancy profession.
IFAC replaces the 11-nation International Coordinating Committee for the 
Accountancy Profession, which recommended formation of the new group.
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The Institute’s accounting standards division has issued an exposure draft of a 
proposed statement of position on accounting and reporting matters related 
to municipal bond funds.
The passage of the Tax Reform Act of 1976 allows an investment company 
organized in corporate form to distribute tax-free income to its shareholders.
This draft proposes an addition to the AICPA Industry Audit Guide, Audits o f  
Investment Companies, to reflect the changes in the law that have given rise 
to corporate municipal bond funds. Comments are due by March 16, 1978.
Copies of the draft are available from the Institute’s order department.
Federal Grants-In-Aid: Accounting and Auditing Practices — This AICPA book 
provides a single reference covering the general criteria and requirements of 
federally assisted programs. Price is $16.50; $13.20 to members.
This publication can be obtained from the Institute’s order department.
NOTICE OF AICPA PUBLIC MEETINGS
Professional Ethics
The open session of the AICPA’s professional ethics executive committee will be held at the 
Fairmont Hotel in Dallas on February 7 between 2:00-3:00 p.m.
Consideration will be given to publication of a draft interpretation of Rule 101A(1) regarding 
business relationships creating an indirect financial interest in a client.
The next committee meeting is scheduled for May 24 in Washington.
Federal Taxation
The federal taxation executive committee will hold an open meeting on February 17-18 
in Los Angeles at the Pacifica Hotel. The preliminary agenda items and status are as follows: 
February 17 a.m. —
□  Review of IRS priority ratings of regulations projects. (Preliminary discussion.)
□  Sec. 385 Regulations Report. (Preliminary discussion.)
□  Statement of Responsibilities in Tax Practice on Communications Between Successor and 
Predecessor Tax Advisers. (Consider draft for publication.)
□  Statement on Responsibilities in Tax Practice on Contingent Fees. (Consider draft for 
publication.)
February 17 p.m. —
□  Proposed questionnaire on IRS Single Level of Appeals. (Report of task force.)
□  Tax Policy Statement on Social Security System. (Consider draft for exposure.)
□  Interim review of AICPA legislative recommendations. (Preliminary discussion.)
□  Comments on proposed regulations. (Report of task force.)
February 18 a.m. —
□  Communications with assistant commissioner—technical. (Preliminary discussion.)
□  Status report on Subchapter S Report. (Report of task force.)
□  Status report on Earnings and Profits. (Report of task force.)
□  Consideration of Joint ABA-AICPA Legislative Recommendations. (Preliminary discussion.)
□  Sec. 274, deduction question on Form 1120. (Report of task force.)
The next scheduled meeting of the committee is April 3-4 in Chicago.
Accounting & Review Services
The accounting and review services committee will have an open meeting in Los Angeles 
on February 17 from 9:00 a.m. to 3:00 p.m. at the Pacifica Hotel. The purpose is to discuss 
projects to be undertaken by the committee.
Changes from these notices will be reported by the meetings information telephone service.
The number is (212) 575-5694.
ASD Issues Draft 
on Municipal 
Bond Funds
Grant-In-Aid 
Reference Issued
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Washington Briefs Congressman John E. Moss (D-Calif.) recently announced that he will not seek 
re-election to the 96th Congress. A member of Congress since 1952, Moss 
presently is chairman of the House Commerce Oversight Subcommittee. The 
subcommittee has scheduled hearings on January 30-31 into the activities of 
the accounting profession, particularly in regard to self-regulation. The Institute 
is expected to testify during the hearings.
Andrew J. Capelli, a partner of Peat, Marwick, Mitchell & Co., New York, has 
been named to the Advisory Council on Employee Welfare and Pension Benefit 
Plans by Secretary of Labor Ray Marshall. The advisory council was established 
under ERISA to advise and make recommendations to the secretary of labor.
The Securities and Exchange Commission will hold hearings on the effect of its 
rules and regulations on the ability of small businesses to raise capital beginning 
on April 10 or 11 in Washington, D.C., and continuing in four regional cities 
thereafter. For further information, contact Paul Belvin at the SEC (202/755-1750).
The Office of Revenue Sharing has issued its audit guide for state and local 
governments receiving funds from the General Revenue Sharing or the Anti­
recession Fiscal Assistance Programs. Copies are available free by contacting 
the Department of the Treasury, Office of Revenue Sharing, Audit Division, 
Washington, D.C. 20226.
The Interstate Commerce Commission has announced a proposal to issue rules 
on a new accounting policy for regulated transportation companies. Under the 
proposal, the ICC would issue an accounting series circular after each new 
accounting standard is issued by the FASB. Comments are due by February 15.
The General Accounting Office has completed an extensive review of the Federal 
Deposit Insurance Corporation’s supervisory process. Among other items, 
the GAO urged that the FDIC require periodic internal audits of the division of 
bank supervision. Copies of the report (FOD, 12/22/77) may be obtained at $1 
each from the GAO Reports Department, Washington, D.C. 20548 (202/275-6241).
The Office of Management and Budget has issued a proposed bulletin providing 
guidelines for the use of consultant services. The bulletin attempts to clarify 
varying definitions of “consultant services” and the need for uniform management 
controls. Comments are due by February 10, 1978.
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Statutory regulation, self-regulation or something in between — this was the key 
issue during hearings held January 30-February 1 by the House Subcommittee 
on Oversight and Investigations on the profession. Chairman is John E.
Moss (D-Cal.).
Representative Doug Walgren (D-Pa.), who chaired a portion of the hearings, 
summarized the subcommittee’s objective: “We are now searching for the 
balance between regulation and competition which will best serve the public, 
and asking whether the AICPA can maintain that balance.”
AICPA representatives, headed by Chairman Scott, described the recent 
steps taken by the Institute in forming the division for CPA firms and the public 
oversight board for the SEC practice section. (The AICPA’s testimony has been 
sent to all members.)
Others who urged that self-regulation be given a chance to work included 
Senator Charles H. Percy (R-Ill.), who is a member of the Senate Subcommittee 
on Reports, Accounting and Management, and Chairman Harold M. Williams 
of the SEC. Mr. Williams noted that he was to report to Congress in July and 
would expect evidence of substantial progress by then.
Several changes within the private sector structure were proposed, including 
a full time auditing standards panel and greater representation of smaller firms 
on the SEC practice section executive committee.
Legislation was proposed by John C. Burton, former SEC chief accountant 
and deputy mayor of New York City, that would create a self-governing body 
similar to the NASD, with SEC oversight. Eli Mason, Mason & Company, 
reiterated his proposals for a national CPA certificate and a law providing for the 
registration of public accountants to practice before the SEC.
For a more detailed report, see the March Journal o f  Accountancy.
Lawyer-statesman John J. McCloy will head the public oversight board to monitor 
the SEC practice section of the division for CPA firms sponsored by the AICPA.
Among its activities, the board will oversee the establishment of practice 
requirements for participating CPA firms practicing before the SEC, as well as 
mandatory peer reviews, maintenance of quality controls and imposition of 
sanctions against those firms that do not meet the section’s requirements.
Currently a senior partner in the New York law firm of Milbank, Tweed, 
Hadley & McCloy, Mr. McCloy’s career has spanned many years of public service 
including Assistant Secretary of War in 1941, president of the World Bank and 
U.S. High Commissioner for Germany.
Other members of the new board include two former SEC chairmen, Ray O. 
Garrett and William L. Cary. Mr. Garrett is a senior partner with the Chicago 
law firm of Gardner, Carton and Douglas and is a director of the American 
Arbitration Association and a governor-at-large of the NASD. Mr. Cary is Dwight 
Professor of Law at Columbia University and is counsel to Patterson, Belknap, 
Webb & Tyler, a New York law firm.
Walter E. Hanson, chairman of the SEC practice section’s executive com­
mittee, said that the remaining appointments to the five-member board will be 
announced soon.
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Participation 
Requirements in 
Sections Broadened
The executive committee of the private companies practice section of the division 
for firms has voted to offer participation in the section to a greater number 
of firms.
The structure as originally approved by Council required that all partners of 
participating firms be CPAs and members of the Institute. The executive com­
mittee has modified this to require that a majority of members of the firm be 
CPAs, that the firm can legally engage in the practice of public accounting and 
that each proprietor, shareholder or partner resident in the United States who is 
eligible for AICPA membership is a member of the AICPA.
The SEC practice section subsequently adopted identical requirements to 
assure that any firm can join either section under similar criteria.
The plans of organization of the two sections authorize the executive 
committees to make such changes.
Draft on Accounting 
and Review Services 
Issued
The Institute’s accounting and review services committee has issued an exposure 
draft of a proposed statement entitled “Compilation and Review of Financial 
Statements.”
The draft provides that a CPA may be engaged to compile or review annual or 
interim financial statements of an entity that isn’t required to file financial 
statements with a regulatory agency in connection with public sales or trading of 
its securities. It defines the objectives of CPAs in a compilation engagement 
and a review engagement as follows:
□  Compilation of financial statements — To present in the form of financial 
statements information supplied by the entity without achieving any assurance 
as to whether there are material modifications that should be made to the 
statements in order for them to conform with generally accepted accounting 
principles, or, if applicable, with a comprehensive basis of accounting other 
than GAAP.
□  Review of financial statements — To achieve, through inquiry and analytical 
procedures, limited assurance that there are no material modifications that 
should be made to the statements in order for them to conform with GAAP, or, 
if applicable, with another comprehensive basis of accounting.
The draft permits the CPA to compile, without any restriction on use, 
financial statements that omit substantially all disclosures. It also provides 
guidance as to the procedures a CPA should follow and the reports he should 
render in compilation and review engagements.
Comments are due by June 30, 1978. Copies of the draft, which are being 
mailed to all practice units, are available by writing William Haggerty at 
the AICPA.
The Institute’s professional ethics division has issued a proposed ethics ruling, 
Confidentiality of Names of Clients. The proposal would provide guidance when 
governmental units and agencies request firms to provide the names of certain 
of its past and present clients prior to awarding a contract for accounting or 
other related services.
Comments are due by April 6, 1978. Copies of the proposal are available 
from the Institute’s professional ethics division.
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The following new task forces have been established by the Institute’s statistical
sampling subcommittee:
□  Statistical Sampling Standards Task Force — This group’s objective is to 
develop guidance on the use of statistical sampling techniques. The chairman 
is William R. Kinney, Jr., College of Business Administration, the University 
of Iowa.
□  Statistical Sampling Survey Task Force — This group is charged with survey­
ing users of statistical sampling to determine current practices and providing 
input to the standards task force. Chairing the group is Abraham D. Akresh, 
Price Waterhouse & Co., New York.
□  Statistical Sampling Quantitative Methods Task Force — This task force’s 
objective is to develop guidance on the use in auditing of quantitative tech­
niques other than statistical sampling. The chairman is Neal B. Hitzig, Arthur 
Young & Company, New York.
□  Statistical Sampling Bibliography Task Force — This group is charged with 
monitoring statistical sampling literature and compiling a bibliography of the 
significant publications. The chairman is James L. Kirtland, Haskins & Sells, 
New York.
The Social Security Administration has announced that recent amendments to 
the act have simplified employer reporting procedures for annual reporting of 
wages for employees.
Previous legislation which was effective with the 1978 year established 
annual reporting procedures which eliminated the requirement that employers 
file quarterly reports of employee wages (Form 941A) with the IRS.
The law requires that wages be reported directly to the SSA yearly, by 
sending Form W-2 directly to it. However, the W-2 was to reflect quarterly 
earnings which would have involved a major reprogramming of payroll systems. 
Quarterly breakouts will no longer be required and the W-2 will be the form for 
reporting total wages only. Employers will still be required to send quarterly 
reports (Form 941) of withholdings and deposits directly to the IRS.
The new combined SSA and tax withholding tables, reflecting the 6.05 
percent rate for 1978, are contained in the December 1977 revision of IRS Publi­
cation 493, Supplement to Employer’s Tax Guide. The income tax withholding 
rates are not changed for 1978. The 37-page publication also contains income tax 
withholding tables and methods which may be used as an alternative to the 
regular tables and percentage methods contained in Circular E, Employer’s 
Tax Guide. It is now available from IRS offices.
In letters to the Financial Accounting Standards Board, the Institute has com­
mented on two board items.
□  In a letter on the board’s proposed interpretation, Applicability of Indefinite 
Reversal Concept to Timing Differences, An Interpretation of APB Opinions 
no. 11 and 23, the Institute’s committee on FASB interpretations and amend­
ments generally supports the thrust of the interpretation, but offers some 
recommendations for change.
□  In a supplemental letter on the board’s exposure draft, Accounting and 
Reporting by Defined Pension Plans, the accounting standards division sup­
plies additional information as requested by the board. Comments, in part, 
pertain to an illustration of a suggested note to a plan’s financial statements, 
valuation of insurance contracts and the meaning of “social security plans.”
Copies of both letters are available on written request from the Institute’s 
accounting standards division.
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Two Committee
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Irving B. Kroll, managing partner of Kenneth Leventhal & Company’s Los Angeles 
office, has been appointed chairman of the Institute’s Practice Group B Advisory 
Committee. A member of the executive committee of the SEC practice section 
of the AICPA division for CPA firms, Kroll has also served as a member of the 
accounting standards executive committee.
Larry D. Gipple, administrative personnel partner for McGladrey, Hansen, 
Dunn & Company, Davenport, has also been appointed chairman of the Institute’s 
continuing professional education executive committee. Gipple has been a 
member of the CPE division’s subcommittee on educational material and 
exchange, as well as serving on the division’s advisory panel and the personnel 
testing subcommittee.
In a related matter, George Dick has been named director of the Institute’s 
new technical information division. The new division will include the technical 
information services, the looseleaf service on professional standards, Accounting 
Trends & Techniques, and technical report surveys. Mr. Dick had previously 
headed the AICPA’s technical information service.
The Institute’s accounting standards division has issued an exposure draft of a 
proposed statement of position on presentation and disclosure of supplementary 
current value information. The draft provides guidance as to presentation and 
disclosure for entities choosing to issue either of the following:
□  Supplementary current value financial statements, either in conjunction with 
generally accepted accounting principles or apart from the conventional 
financial statements.
□  Piecemeal supplementary current value information in conjunction with the 
conventional financial statements.
The division notes that the draft does not attempt to resolve all the con­
ceptual issues arising in the preparation of current value information. Also, the 
paper takes no position as to whether entities should issue current value 
information.
Comments are due by March 31, 1978. Copies of the draft may be obtained 
from the Institute’s order department.
The Financial Accounting Standards Board held its second round of hearings on 
“Conceptual Framework for Financial Accounting and Reporting” in New York 
last month. The hearing was limited to Parts II and III of the Discussion 
Memorandum, which was issued more than a year ago, dealing with qualitative 
characteristics of financial information and measurement of the elements of 
financial statements.
In his opening remarks, FASB Chairman Donald J. Kirk noted that there “is 
often disagreement” about the precise meanings of such terms as relevance, 
reliability and comparability for financial statement information. And, disagree­
ment was readily apparent among the 27 representatives who testified during the 
2½-day hearing.
Much concern also focused on various views of financial reporting. Although 
noting that historical cost reporting “has been seriously questioned as a source 
of comparable, relevant information,” Kirk said that the board isn’t suggesting 
the adoption of “a'whole new system.” He did, however, note that a “willingness 
to experiment” would be “a most encouraging sign.”
In another matter, the FASB has prepared a status report (no. 61) on its 
technical agenda projects and other technical activities, including the estimated 
timing of major phases of the board’s projects. Copies are available free on 
written request from the Publications Division, FASB, High Ridge Park, 
Stamford, Conn. 06905.
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Expels Member
The FASB also named Michael O. Alexander as director of research and technical 
activities, succeeding George J. Staubus. Alexander had been a partner of 
Touche Ross & Co., chartered accountants, and P. S. Ross & Partners, manage­
ment consultants.
Staubus, who has been on a two-year leave from the University of California 
at Berkeley, has been granted an additional year’s leave to stay at the FASB 
as an academic fellow concentrating on issues of accounting measurement related 
to the board’s conceptual framework project.
The first annual AICPA National MAS Training Program will be held during the 
week of June 11-16 at the Austin campus of the University of Texas. It is spon­
sored jointly by the University and the Institute’s CPE division.
The program will develop consulting skills for practitioners with less than 
two years’ experience in MAS, whether or not their firms have formal MAS 
departments. Some of the major topics to be covered include engagement plan­
ning, scheduling, conduct and documentation; systems design and implementa­
tion; analytical and problem solving processes; small business consulting and 
communications.
Instruction will consist of lectures by a nationwide faculty of outstanding, 
experienced practitioners as well as small group application sessions led by 
University of Texas Graduate School of Business faculty members. Tuition is $575 
and room and board will not exceed $125.
For information on this program, contact Paul Miranti at the AICPA.
For five years, the Institute of Chartered Accountants in England and Wales has 
maintained an International Register. It is designed to put its members and firms 
in touch with foreign accountants who might be interested in forming correspond­
ent or other associations with accounting firms in the United Kingdom. The 
Register is also designed to assist foreign accountants. Applications are invited 
for inclusion in the Register.
The annual registration fee of £10 (sterling) includes the following:
□  Notification to the foreign firm of those U.K. firms wishing to form an associa­
tion with firms in the registrant’s country.
□  Notification to the U.K. firms of information on the foreign registrant.
□  Notification to both parties of every new registrant for the country concerned.
Information can be obtained from the secretary of the Institute’s overseas 
relations committee at P.O. Box 433, Chartered Accountants’ Hall, Moorgate 
Place, London, EC2P 2BJ.
On November 15, 1977, a hearing panel of the Joint Trial Board Division’s 
Eleventh Regional Trial Board voted to expel Arthur A. Altholz of New York City 
from AICPA membership for committing acts discreditable to the profession.
Mr. Altholz was charged with failing to cooperate with the AICPA profes­
sional ethics division by not responding to interrogatories from the division. The 
interrogatories had been mailed to the member at his last known address on the 
books of the Institute in accordance with the Institute’s bylaws and to a more 
recent business address as subsequently acquired by the division.
The member did not appear at the November 15th hearing. After hearing the 
charges, the panel found the member guilty, voted to expel him and directed 
that notice of his expulsion be sent by registered mail to his last known home 
address as well as to his business addresses.
No request for a review of the panel’s decision was filed and it therefore 
became effective on December 15, 1977.
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Trial Board 
Admonishes Two 
Members
Membership of
Another
Terminated
Recent AICPA 
Publications
On December 1 , 1977, a hearing panel of the Joint Trial Board Division’s Eleventh 
Regional Trial Board voted to admonish two AICPA members from New York 
City in connection with violations of the independence and discreditable acts 
rules of the Institute’s code of professional ethics.
The members were partners in a firm. One of the partners, at the request of 
the other, issued under his own name unqualified audit opinions on financial 
statements of a company in which the requesting partner had a financial interest. 
Because of this interest, the firm and all of its partners lack independence and 
the rule prohibits any of them from expressing an opinion. Therefore, the panel 
found that both partners violated the independence rule and found that the 
partner having the financial interest also committed a discreditable act in 
requesting the other partner to conduct the audit.
Both members were present with counsel at the hearing. After hearing the 
charges, the panel admonished them and required that 20 hours of CPE courses 
be completed within one year by the partner who issued the audit reports and 
that 40 hours of CPE courses be completed within one year by the partner having 
the financial interest who requested the audit.
The panel also determined that the member’s names not be disclosed in this 
notice. Since the summons, together with the prior procedural rules, had been 
issued to them before the change in Council resolution requiring disclosure of the 
member’s name following a finding of guilty in a disciplinary action, the panel 
was advised by its legal counsel that it could apply the previous resolution which 
gave the panel discretion on publication of the names of respondents.
The members did not request review of the hearing panel’s decisions and 
they therefore became effective on December 31, 1977.
On December 14, 1977, the membership of Paul F. Carr of Dothan, Alabama, was 
terminated following revocation of his only CPA certificate by the Alabama State 
Board of Public Accountancy for failure to comply with the continuing education 
requirements of the Alabama Public Accountancy Act of 1973.
Under the automatic disciplinary provisions of the Institute’s bylaws, 
membership in the Institute shall be terminated without a hearing should a 
member’s certificate as a certified public accountant be revoked, withdrawn, or 
cancelled as a disciplinary measure by any governmental authority.
The Institute’s board of directors recently decided that this provision would 
apply when a member of the Institute has his only CPA certificate revoked by 
a state board of accountancy for failing to meet CPE requirements, unless the 
member is retired or disabled.
The Effect of Litigation on Independent Auditors — This monograph is the first 
of four studies to be published by the Commission on Auditors’ Responsibilities 
in connection with its final report. The study is aimed at providing background 
for the commission’s discussion of the role that litigation and regulatory enforce­
ment play in the regulation of the profession. Price is $6; $4.80 to members.
U.S. Tax Aspects of Doing Business Abroad (Study in Federal Taxation no. 6) — 
This book provides a comprehensive introduction and guide to the federal 
income tax laws applying to foreign business and investment. Price is $12;
$9.60 to members.
1977 Accounting Firms and Practitioners — This directory lists geographically 
individual accounting practitioners and accounting firms, all of whose partners are 
AICPA members. It has been distributed to all practice units and banks; addi­
tional copies are available free.
These publications can be obtained from the Institute’s order department.
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NOTICE OF AICPA PUBLIC MEETINGS
Management Advisory Services — An open session of the MAS executive committee meeting will be held 
at the Americana of Bal Harbour Hotel in Miami Beach on February 23 between 9:00 a.m. and 12 noon. 
The preliminary agenda and status are as follows:
□  Local firm MAS survey. (Status report.)
□  Conference on University Education for Management Consulting. (Report of task force.)
□  Joint subcommittee and conference of state society MAS chairmen. (Status report.)
□  National MAS training program. (Status report.)
□  1978 National MAS Conference. (Report of task force.)
Accounting Standards — Open sessions of the accounting standards executive committee meeting will 
be held at the Hyatt Regency Hotel in Los Angeles starting at 1:00 p.m. on February 28 and continuing from 
9:00 a.m. to 6:00 p.m. on March 1 and 2. The preliminary agenda and status are as follows:
February 28 p.m. —
□  Accounting for Costs to Sell and Rent, and Initial Rental Operations of, Real Estate Projects.
(Consider draft for publication.)
□  Application of the Deposit, Installment and Cost Recovery Methods in Accounting for Sales of 
Real Estate. (Consider draft for publication.)
□  Accounting Practices of Real Estate Investment Trusts, an Amendment of Statement of Position 75-2. 
(Consider draft for publication.)
March 1 a.m. —
□ Accounting for Project Financing Arrangements. (Discussion of preliminary draft.)
□  Financial Accounting and Reporting by Hospitals Operated by a Governmental Unit. (Consider draft for 
publication.)
March 1 p.m. —
□ Accounting Principles and Reporting Practices for Nonprofit Organizations Not Covered by Existing 
Audit Guides. (Consider draft for exposure.)
March 2 a.m. —
□  Savings and Loan Audit Guide. (Consider draft for publication.)
March 2 p.m. —
□  Accounting for Service Transactions. (Consider draft for publication.)
□  Accounting for Title Insurance Companies. (Discussion of preliminary draft.)
Auditing Standards — An open meeting of the auditing standards executive committee will be held 
at the New York Hilton on February 28-March 2 starting at 9:00 a.m. each day.
The preliminary agenda and status are as follows:
February 28 a.m. —
□  Audit evidence. (Discussion of point outline.)
February 28 p.m. —
□  Audit evidence. (Discussion of point outline.) (Continuation.)
□  Unaudited Information in Audited Financial Statements. (Consider draft for exposure.)
March 1 a.m. —
□ Financial Forecasts and Projections. (Discussion of preliminary draft.)
□  Reliance on Principal Auditor. (Discussion of preliminary draft.)
March 1 p.m. —
□  Reliance on Principal Auditor. (Continuation.)
□  Auditors’ Reports. (Preliminary discussion of subject.)
□  Reporting on Internal Control. (Report of task force.)
March 2 a.m. —
□  Auditor’s Report When There Are Contingencies. (Consider draft for publication.)
March 2 p.m. —
□  Analytical Review. (Consider draft for exposure.)
Quality Control — Open sessions of the quality control standards committee’s meeting will be held in the 
AICPA board room on February 27 between 1:00 and 5:30 p.m. and on February 28 from 9:00 a.m. to noon. 
Topics and status are as follows:
February 27 p.m. —
□  A Guide to Implement the Voluntary Control Review Program for CPA Firms — Performing and 
Reporting on Quality Control Compliance Reviews. (Consider draft for publication.)
□  Guideline for State Society Involvement in AICPA Quality Control Review Programs for CPA Firms. 
(Consider draft for publication.)
□  Scope of the Quality Control Document Review. (Consider for publication.)
□  Quality Control Standards for CPA Firms. (Consider draft for exposure, discussion to continue on 
February 28 a.m.)
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Washington Briefs Harold M. Williams, chairman of the Securities and Exchange Commission,
recently proposed that corporate boards be composed almost exclusively of inde­
pendent directors. In a speech last month, he urged that a corporation’s chief 
executive officer not also serve as chairman of its board of directors. Williams 
recommended that these changes be made voluntarily, in order to improve 
corporate accountability.
The IRS plans to streamline its search for illegal payments and political con­
tributions. According to IRS Commissioner Jerome Kurtz, the coordinated 
examination program (CEP) will be pared from 11 to 5 questions.
The Federal Trade Commission has issued a guide, “Frank Talk About IRAs,” 
explaining what an IRA is, the requirements to be followed and the tax benefits 
available. To obtain a free copy, contact: the Division of Distribution & Duplica­
tion, Room 128, Federal Trade Commission, Washington, D.C. 20580.
The Postal Service has adopted new rules allowing businesses to collect a refund 
for prepaid envelopes that are returned with a 13¢ stamp. The rules are intended 
to make processing of business return mail uniform at all post offices.
The SEC has issued Staff Accounting Bulletin no. 19 which deals with future costs 
of storing spent nuclear fuel and of decommissioning nuclear electric generating 
plants.
The SEC also released ASR 237, M arketable Securities and Other Securities In­
vestments. The rules, effective for financial statements for fiscal years ending 
after December 24, 1977, clarify the method of cross-reference required between 
two issuers and note that all government securities may be grouped together 
and shown as a single item.
President Carter has decided to stop plans to develop a nationwide computer 
system for monitoring the tax records of individuals and corporations. Contro­
versy relating to potential threats of privacy had arisen.
The IRS has released a manual supplement containing new guidelines and 
procedures on its tax shelter program. The supplement, which is used by IRS 
agents, revises instructions for dealing with tax shelter cases. For further infor­
mation on the manual (42G-376), contact the IRS Freedom of Information 
Reading Room (202/566-3770).
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AICPA Chairman Scott, with the concurrence of the board of directors, has 
scheduled a series of regional meetings for AICPA council members to brief them 
on the rapidly evolving developments affecting the profession.
Among the key areas to be discussed are the results of the Moss sub­
committee hearings, status of the lawsuit challenging the creation of the division 
for firms, possible actions that may result from the current balloting on bylaw 
changes and recommendations of the special committee on the structure of the 
auditing standards executive committee.
The meetings, which will be held during March, are designed to provide a 
full exchange of views so that more time will be available at the spring meeting 
of council for any actions that may be required.
In line with recommendations by the Securities and Exchange Commission’s 
advisory committee on corporate disclosure, the SEC has outlined proposals for 
greater corporate disclosures. In particular, the SEC said in Release 33-5906 that 
it will again urge companies to include more “soft information” — such as man­
agement forecasts, plans, objectives, future capital structure and dividend 
policies — in company reports and in commission filings. Following up on the 
advisory committee’s recommendations, the SEC has asked its staff to consider 
new means of encouraging these projections.
To foster such forecasting, the SEC said it will also develop plans to include 
some type of “safe harbor” rule to protect companies reporting such information 
from litigation should their forecasts turn out to be inaccurate.
The SEC also said it will propose revisions to the Form 10-K later this year, 
and would attempt to develop a single, comprehensive disclosure regulation.
The Practising Law Institute will hold conferences on the emergence of the 
corporate audit committee in Los Angeles on April 6-7 and New York on May 8-9.
The program will include sessions on the establishment and operation of an 
audit committee, the scope of the committee’s functions and responsibilities, the 
committee’s impact on director liability, special problems regarding the role of 
the counsel, SEC regulations and implementation of the New York Stock 
Exchange rule on audit committees. The program will feature Joseph W. Barr, 
former treasury secretary and Morton Poloway of Touche Ross & Co.
For further information and registration materials contact the PLI,
810 Seventh Avenue, New York, N.Y. 10019; (212/765-5700).
Members who receive copies of the Letter via first class mail are reminded 
that this issue is the last of the current annual prepaid copies. For those who wish 
to renew, or others who would like more prompt delivery, especially in keeping 
with the public meeting notices, the rate is $5.00 a year. Checks should be sent 
to the membership records department at the Institute.
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Three Hospital- 
Related
Documents Issued
The Institute’s subcommittee on health care matters has issued two statements 
of position which amend portions of the AICPA Hospital Audit Guide. The 
statements were prepared for consideration by the Financial Accounting 
Standards Board.
Accounting by Hospitals for  Certain M arketable Equity Securities would 
amend Chapter 2 of the Guide which deals with investment income and gains 
(losses). The statement urges that not-for-profit hospitals account for their 
portfolios of marketable equity securities at the lower of aggregate cost or 
market value.
Clarification o f  Accounting, Auditing, and Reporting Practices Relating to 
Hospital M alpractice Loss Contingencies would amend Chapter 5 of the Guide 
which deals with accounting for, auditing and reporting malpractice loss 
contingencies.
Also, the subcommittee has issued an exposure draft of a proposed statement 
of position, M odifications o f  Reporting Practices Relating to Hospital Related  
Organizations and Funds Held in Trust by  Others, which proposes changes 
in the Guide relating to the creation of foundations to raise and hold certain funds 
for hospitals. The subcommittee believes the Guide should be modified as to 
the accounting and reporting of hospital resources held by those organizations.
Comments on the draft are due by June 1 5 , 1978, and should be directed to 
Robert Mullins (202/872-8190) of the Institute’s Washington office. A public 
hearing is slated on the draft in Washington, D.C., on June 14, 1978,
Copies of the two SOPs are $1.50 each from the order department.
Tax Season Program 
in High Gear
A national program that involves the coordinated work of at least 42 state CPA 
societies will reach its peak in March. A public relations project, its goal is to 
reinforce the CPA’s image as the public’s primary authority on tax planning 
and preparation.
Here are things to watch for in your community:
□  Public service announcements giving tax hints to radio and television 
audiences are running on nearly 1,000 stations across the nation.
□  Newspaper features, including a five-part series on tax preparation for tax­
payers with average returns, have begun appearing in several hundred dailies 
and weeklies.
□  Slide presentations, often tailored for specific audiences, such as small 
businessmen, farmers and women’s groups, are being given by CPAs at civic 
and social meetings in some two dozen states.
More than ever before, CPAs are appearing on television and radio programs 
devoted to tax topics, and donating their services to special state society- 
sponsored projects to help disadvantaged taxpayers.
CPAs who want to get involved in this program can contact their state 
society. Many societies have organized public relations committees whose mem­
bers are eager to enlist volunteers for speaking engagements and participation 
in various radio and TV projects.
AICPA’s public and state society relations division prepared much of the 
material that is being used by the state societies. This is part of a continuing 
national public relations effort carried out by the societies, with AICPA 
coordinating the overall project.
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FASB Seeks 
Practice Fellows
. . .  and Adds Stock 
Appreciation Rights 
Project to Agenda
Three Named to 
FAS Council and 
Task Force 
Appointed
Paton Accounting 
Center Receives 
Grant
The Financial Accounting Standards Board is seeking applications to replace two 
practice fellows whose terms expire May 1 , 1978. Fellows serve for two years 
on the FASB’s research and technical activities staff and are directly involved in 
projects dealing with interpretations, amendments and new standards. The new 
practice fellows will work on several projects that will assure them of broad 
and diverse experience.
To be considered for appointment, an applicant must be sponsored by an 
accounting firm where currently employed and to which the fellow is expected to 
return; have a minimum of seven years of experience in public accounting; be 
approximately two or three years from consideration for partnership; be a 
good writer; and be knowledgeable about accounting pronouncements and their 
application in various industries.
Interested persons should contact the FASB by March 31 at High Ridge Park, 
Stamford, Conn. 06905.
The FASB has added to its technical agenda a project on accounting for stock 
appreciation rights and has authorized its staff to prepare a draft of an interpre­
tation on this matter. The project is expected to clarify whether and how APB 
Opinion no. 25 applies in accounting for stock rights granted to employees to 
receive share appreciation either in cash, stock, or a combination of both.
The board also considered two other subjects involving reporting inter­
corporate tax allocations and accounting for product repurchase agreements, but 
declined to add them to its agenda.
Three new members have been appointed to one-year terms on the Financial 
Accounting Standards Advisory Council, in addition to those announced in 
December (see January 9 Letter). The three are: Carla A. Hills, former Secretary 
o f Housing and Urban Development and now partner, Lathan, Watkins & Hills; 
James R. Waterston, senior vice president and officer-in-charge of the com­
mercial loan and international banking departments, Detroit Bank & Trust; and 
Arthur R. Wyatt, partner, Arthur Andersen & Co.
In another matter, a 13-member task force has been appointed by the FASB 
to study the effects of price or rate regulation on accounting for public utilities 
and other regulated enterprises. Chairing the group is William D. Hall, partner, 
Arthur Andersen & Co. Additional members are expected to be named shortly.
Arthur Andersen & Co. has made a $75,000 grant to the Paton Accounting Center 
at the University of Michigan for a research study to focus on the action 
required to assure the future existence of public accounting firms of varying 
sizes and characteristics.
The study will examine the effect of the current environment on accounting 
firms. Factors to be studied include economic and business trends, the com­
puter, global inflation, capital needs of business, energy, the litigation climate, 
government regulation, the multinational corporation and audit committees and 
outside directors.
The goal of the Paton Center research is to recommend “specific steps that 
might be taken by individual accounting firms and by the profession to assure 
a climate in which accounting firms of all sizes and types can remain viable 
and qualified to serve the public interest effectively and efficiently.”
Comments on the study may be directed to Harold Arnett or Paul Danos 
at the Paton Accounting Center, Graduate School of Business Administration, the 
University of Michigan, Ann Arbor, Michigan 48104.
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Conflicts Between 
IRS and AICPA 
Tax Statements 
Identified
MFOA To Offer 
Seven Regional 
Colloquia
A few of the provisions of the Treasury Department’s recent regulations on 
income tax preparers appear to conflict with parts of the Statements on Responsi­
bilities in Tax Practice issued by the federal tax division of the Institute. The 
division is considering what changes it may have to make to eliminate these 
conflicts. In the meantime, members are asked to be on the alert for differences. 
The following are some of the principal areas of concern:
□  Statement no. 1 gives several examples of when a CPA is not considered
a preparer. Some of the examples may conflict with the new regulations. Gen­
erally, the statement does not treat as a preparer a CPA who only makes 
recommendations, gives advice, or prepares a schedule for inclusion in a 
return. The regulations, under certain circumstances, reach the opposite 
conclusion.
□  Statement no. 9 permits a CPA to rely on information furnished by his client 
without examination of supporting evidence. It states, however, that a CPA 
cannot ignore the implications of information known to him and must make 
further inquiry where the client’s information appears to be incorrect or 
incomplete. The regulations take a similar position, but add that if a section 
of the Code requires, for example, specific documentation for a deduction, 
the preparer must make further inquiry of the taxpayer to determine the 
existence of the required documentation.
□  Statement no. 9 further provides that if a CPA prepares a return, he should 
sign it without modifying the preparer’s declaration. The regulations, how­
ever, permit a modification of the declaration if mechanical preparation of 
the return is accomplished by a computer not under the control of the 
individual preparer.
□  The regulations define preparers as only those who prepare “for compen­
sation,” or who employ or engage others to prepare “for compensation,” all or 
a substantial portion of a return. Statement no. 1 requires that a CPA sign
as preparer “whether or not the return was prepared for compensation.” 
While this is not a direct conflict, it can lead to complications when a CPA 
signs a return prepared without compensation and does not comply with all 
the record-keeping and other requirements of Section 6695.
On many points, the new regulations take positions practically identical with 
those expressed in the responsibilities statements. For example, Statement 
no. 10 permits a CPA to take a position contrary to Treasury Department or IRS 
interpretations of the Code without disclosure on a return if there is reasonable 
support for the position. The regulations require that the preparer take the 
position “in good faith and with reasonable basis,” which appears to parallel the 
wording of Statement no. 10.
The Municipal Finance Officers Association will conduct seven regional one-day 
training sessions for accountants and finance officers. The programs will pro­
vide guidance on annual financial reports of governmental units, as well as 
the MFOA Certificate of Conformance Program, which recognizes excellence in 
governmental financial reporting in conformance with generally accepted 
accounting principles.
To receive a Certificate of Conformance, a governmental unit must publish a 
comprehensive annual financial report meeting certain standards. The colloquia 
will examine the nature and purpose of the conformance program, its eligi­
bility and procedural requirements, and the benefits likely to be realized by gov­
ernmental units submitting annual reports for the program’s review process.
The colloquia begin March 31 and will continue through June 16. For further 
information, contact the MFOA Career Development Center, 180 North 
Michigan Avenue, Suite 800, Chicago, Ill. 60601.
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The AICPA is sponsoring this spring a series of member forums to obtain views 
on the proposed Statement on Compilation and Review  o f  Financial Statements 
issued by the accounting and review services committee (see February 13 Letter).
Under the member forum program, state societies are asked to organize 
small group discussions on issues being considered by AICPA committees. The 
purpose of the program is to obtain comments from members on materials 
supplied by the Institute before a committee reaches a final conclusion.
The proposed statement deals with one of the most significant issues in the 
development of accounting and review services standards: the CPA’s involve­
ment with financial statements that have not been audited. Before making a 
final recommendation, the committee wishes to know the views of the members 
on the proposal. It urges members to participate in the forums so that the 
results of the discussions can be considered by the committee.
In view of the widespread interest in this subject, it is expected that a sub­
stantial number of forums will be held between early March and June 15.
For further information on the program, contact your state society or Jim 
Flynn, AICPA’s member relations division, (212/575-6439).
•
The Executive Development Program for CPA Firm Partners will again be offered 
this year by the AICPA and the Wharton School of the University of Pennsyl­
vania. It will be held June 19-24 on the University’s Philadelphia campus.
The one-week program, which is not oriented to practice management, will 
focus on various areas of importance to firm clients. Subjects include major 
trends in economics, finance and management; what to consider in dealing with 
these trends and how to advise clients about them. Faculty members are 
nationally known in their fields.
Price is $1,100. Registrations will be limited to 40. For further information, 
contact the marketing department of the Institute’s continuing professional 
education division, (212/575-6232).
Oral arguments were heard by a New York State Supreme Court judge on 
February 9 regarding the suit by 18 local practitioners to enjoin the AICPA from 
further implementing the division for firms without a membership referendum 
(see January 23 Letter). The hearing had been originally scheduled for January 31, 
but was postponed by mutual consent. The judge has taken the matter under 
advisement and may make a decision within the next few weeks.
NOTICE OF AICPA PUBLIC MEETING
Board of Examiners
An open session of the AICPA’s board of examiners meeting will be held at the Atlanta 
Hilton Hotel on March 17 between 10:00 a.m. and 12:00 noon.
The tentative agenda includes preliminary discussion of the following topics:
□  Relationship between AICPA and state boards on uniform CPA examination matters.
□  Formation of a task force on the 1977 NASBA review team report recommendations.
□  Placement of questions dealing with taxation on the business law examination.
□  Review of policy regarding the use of multiple choice items on the uniform CPA examination.
□  The 1975 Uniform Statistical Information Questionnaire report and plans for the 1980 project.
The next board meeting is scheduled for May 31 in New York.
Changes from this notice will be reported by the meetings information telephone service.
The number is 212/575-5694.
Lawsuit Decision 
Pending
Members’ Views 
Sought on 
Accounting and 
Review Services
Executive 
Development 
Program Set
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Washington Briefs The Internal Revenue Service has proposed a regulation affecting the tax treat­
ment of deferred compensation. Under the proposal, if a taxpayer chooses to 
defer payment of current compensation or an increase in compensation, the 
amount deferred will be treated as received by the taxpayer in the earlier 
taxable year. Comments are due by April 4, 1978.
The Cost Accounting Standards Board has recently begun publishing a new 
newsletter entitled ‘‘CASB Highlights.” It will be issued quarterly and will focus 
on the previous quarter’s major events. For further information, contact the 
CASB at 441 G Street N.W., Washington, D.C. 20548; 202/275-6111.
The SEC has issued Staff Accounting Bulletin no. 20 on disclosure of replacement 
cost data. Under the rule, companies reporting replacement cost data can be 
flexible in changing the methods and assumptions used in estimating the required 
data from those used in the prior year.
The SEC has issued a staff interpretive release on the disclosure of management 
remuneration and the status of certain benefits received by officers and directors 
of corporations subject to the securities acts. The release (33-5904) focuses 
on reporting requirements, the format for disclosure, valuation and the types of 
benefits received. Comments are due by April 1 5 , 1978.
The SEC also has issued ASR 242, calling the recent enactment of the Foreign 
Corrupt Practices Act to the attention of issuers, attorneys and accountants.
Of particular note is a statement with respect to management’s need to assure 
compliance with the act in regard to maintaining systems of internal control.
In Release 33-5905, the SEC has announced the rules of procedures for con­
ducting hearings on matters relating to reporting and disclosure for the oil and 
gas industry. Hearings are slated to begin in Washington, D.C., on March 29 
and continue, if necessary, through April 7. Hearings will also be held in Houston 
beginning on April 11 and continuing, if necessary, until April 14.
“Segmented Financial Reporting,” a report of the now defunct Commission on 
Federal Paperwork, is now available. Among other matters, the report contains 
several recommendations by the commission, particularly for a government- 
wide task force on classification. Copies of the report may be obtained at $2.50 
from the Government Printing Office, Washington, D.C. 20402 
(S/N 052-003-00453-4).
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Moss May Introduce
Regulatory
Legislation
Highlights of AICPA 
Board of Directors 
Meeting
The CPA Letter
A Semimonthly News Report Published by the AICPA
Following hearings on March 3, during which the SEC Chairman Harold M. 
Williams and several SEC commissioners testified, Rep. John E. Moss (D-Calif.), 
chairman of the House Subcommittee on Oversight and Investigations, said he 
plans to introduce legislation to regulate the accounting profession. In an inter­
view following the hearings, Moss said that he expects to issue a staff report in 
three to four weeks and that one conclusion would be the introduction of 
minimal federal legislation to give a self-regulatory organization enough strength 
and stature to force SEC practice members to join.
Earlier, the SEC chairman had testified that the SEC remained hopeful that 
the Institute’s program of self-regulation would satisfy the need for effective 
regulation of the profession and that the SEC was committed to giving the 
Institute the opportunity to meet this challenge.
In an opening statement, Moss had said that as a result of the disclosures 
during previous hearings, “the Chair is both disappointed and dissatisfied 
with the self-regulatory program of the AICPA. Neither is it satisfied with the 
SEC’s unconstrained ‘wait and see’ attitude without any positive, well-planned 
alternative should the AICPA plan fail.”
In an interview, AICPA President Wallace E. Olson said that the Institute is 
trying to be responsive to criticisms of the SEC and Rep. Moss. Under 
consideration, he said, are proposals to make some changes in the SEC practice 
section relating to the public oversight board and representation on the 
section’s executive committee.
The following were among the actions taken by the AICPA’s board of directors
at its meeting on March 2:
□  Authorized discussion at forthcoming regional meetings of members of 
Council of summary conclusions of the special committee to study the struc­
ture of AudSEC. The board took no position with respect to the report 
pending further study and discussion of the recommendations.
□  Recommended to council changes in the resolutions relating to disciplinary 
activities and conduct of hearings.
□  Received a report on the status of generally accepted accounting principles for 
small business, including action by the FASB proposing to suspend the 
application of the statements on reporting on segments and earnings per 
share of nonpublicly held companies.
□  Approved criteria under which reviews conducted by associations of CPA 
firms would qualify for the voluntary quality review program.
□  Received a report from the committee on openness of enforcement activities 
and requested that it consult further with the professional ethics and joint 
trial board divisions.
□  Approved a proposal for Institute involvement with NASBA and the California 
Department of Consumer Affairs in developing a proposal on evaluation
of the accountancy licensing process in foreign countries. In addition, it 
authorized creation of a uniform examination to test competence of foreign 
accountants who apply for licensing in this country.
-  2  -
Legislative 
Conference on 
Sunset Review Set
The AICPA will hold a National Legislative Conference on Sunset Review on 
May 19 at Chicago’s Hyatt Regency O’Hare Hotel. The conference is aimed at 
providing an effective forum to familiarize the accounting profession with the 
sunset review process and its potential impact on state accountancy regulation.
Workshop sessions and panel discussions will focus on particular issues 
dealing with sunset reviews. Speakers will include Relmond P. Van Daniker III, 
assistant professor of accounting, College of Business and Economics, University 
of Kentucky; Betsy Sherman, Common Cause representative; and Morris 
Brusett, legislative auditor, Montana.
The Institute’s sunset task force of the state legislation committee will also 
provide conference participants with a handbook which will provide guidance 
on preparing for a sunset review. The handbook contains background informa­
tion, case histories and suggested responses to many questions asked in the 
sunset review of state boards of accountancy.
For further information on the conference, contact the Institute’s state 
legislation department.
FASB Proposes 
Changing Rules for 
Nonpublic Firms
The Financial Accounting Standards Board recently voted to add to its agenda a 
project aimed at distinguishing between information to be disclosed in financial 
statements and other types of financial disclosure for all companies. It will 
pay “particular attention to the problems of small and/or closely held companies 
in applying generally accepted accounting principles.”
Pending completion of the study, the FASB has issued an exposure draft of 
a proposed statement which would amend FASB Statement no. 14, Financial 
Reporting for  Segments o f a Business Enterprise, and Accounting Principles Board 
Opinion no. 15, Earnings Per Share, for nonpublic enterprises. The draft, 
“Suspension of the Reporting of Earnings per Share and Segment Information by 
Nonpublic Enterprises,” states that the information specified by these statements 
is not required in the financial statements of nonpublic enterprises that are 
presented in conformity with generally accepted accounting principles. (See 
supplement for AICPA temporary guidelines.)
Comments are due by March 29. Copies (up to five) are available free from 
the Publications Division, FASB, High Ridge Park, Stamford, Conn. 06905.
Penalties for 
Income Tax 
Preparers Cited
IRS Code Section 6694 imposes penalties on income tax preparers of $100 
per return for the negligent or intentional disregard of rules and regulations and 
$500 per return for the wilfull understatement of a taxpayer’s liability. In inter­
preting the meaning of “understatement of liability,” Section 1.6694-1(d) of 
the final regulations indicates that such an understatement may result from the 
failure to file Forms 2210 and 2220 which related to the underpayment of 
estimated tax liability.
Return preparers may be unaware of this requirement because it was not 
included in the temporary regulations. Also it was not highlighted in the intro­
duction to the final regulations which summarized the differences between the 
temporary and final regulations. In addition, there is no requirement for 
individuals to prepare the underpayment forms in filing their own returns.
The AICPA’s federal tax division is currently working to get either legislative 
or administrative relief for practitioners.
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AICPA Small 
Business Proposals 
Issued
Wood Appointed 
to Public 
Oversight Board
Private Letter 
Rulings Going 
Public
AICPA Changes 
CPE Catalog 
Distribution
The small business task force of the Institute’s subcommittee on special entities 
and industries has submitted a series of tax revision proposals to the Treasury 
Department. The proposals deal with areas such as losses from unprofitable 
business operations, disposition of a profitable enterprise, continuity of family 
ownership in the enterprise, operation of a profitable business and capital forma­
tion for that enterprise.
The proposals were also the basis of the Institute’s testimony before the 
Senate small business committee.
Single copies of the proposals are available by contacting the Institute at 
1620 Eye Street, N.W., Washington, D.C. 20006, and requesting Document 1-1.
Arthur MacD. Wood, the recently retired chairman and chief executive officer 
of Sears, Roebuck & Co., has accepted appointment to the public oversight board 
which will monitor the activities of the SEC practice section of the division 
for firms sponsored by the AICPA.
An attorney, Mr. Wood also has extensive experience in corporate financial 
affairs. He is a director of several major corporations, in addition to Sears, 
a board member of the Council for Financial Aid to Education and is a trustee of 
the Art Institute of Chicago. Mr. Wood has also served as a member of the 
President’s Labor-Management Advisory Committee.
The final appointment to the five-member oversight board is expected soon.
The IRS has expressed its intention to open for public inspection private letter 
rulings and technical advice memorandums issued after December 3 1 , 1967. 
Initially, the IRS is opening up only those written determinations that are classi­
fied as “reference” and that originated in the Individual Tax Division, Office of 
the Assistant Commissioner (Technical). (An exception is those issued in 
response to certain requests submitted after October 31, 1976.)
Areas within the jurisdiction of the Individual Tax Division involve:
□  Income taxes of noncorporate taxpayers (including individuals, partnerships, 
estates and trusts).
□  Certain political organizations.
□  Employment taxes and taxes on self-employment income.
□  Estate, gift and certain excise taxes.
□  Procedures and administrative provisions of the Code, except those spe­
cifically applicable to employee plans, exempt organizations and actuarial 
determinations.
The following issues involving both noncorporate and corporate taxpayers 
also fall within the division’s jurisdiction:
□  Charitable contributions; tenant-stockholders of cooperative housing 
corporations.
□  Employee stock option and stock purchase plans.
□  Real estate investment trusts.
□  Election of certain small business corporations as to tax status and related 
matters, except the rules relating to certain qualified pension plans.
The IRS plans to delete taxpayer identification information, but taxpayers 
have until March 20 to request additional deletions.
The Institute has changed its distribution policy for the 1978-1979 CPE Catalog. 
Because it is used primarily by firms as a planning tool, the catalog will be mailed 
only to practice units and not to all AICPA members.
Copies, however, may be obtained free of charge by contacting the Institute’s 
CPE Marketing Department.
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Private Companies 
Section’s PRC 
Holds First Meeting
Task Force 
on Prescribed 
Forms Formed
Recent AICPA 
Publications
The peer review committee of the private companies practice section held its first 
meeting last month in Chicago. Chaired by James P. Luton, Jr., Luton and 
Company, Oklahoma City, the committee reviewed its background and objectives 
(see August Letter), as well as its overall operating policies and procedures. 
Among other matters, four task forces were established by the committee:
□  Task Force to Develop Standards for  Performing and Reporting on Regular 
Peer Reviews — Chairing the group is Sam I. Diamond, Jr., Diamond Kelley & 
Co., Montgomery, Alabama.
□  Task Force on Administration o f  Regular Peer Reviews — This group is 
charged with developing the administrative policies and procedures for regular 
peer reviews; overseeing the work of the committee staff responsible for 
administering regular peer reviews; and considering how the committee will 
ascertain that firms are taking appropriate corrective action as a result of 
regular peer reviews. The chairman is Philip W. Presnell, Presnell Gage & Co., 
Lewiston, Idaho.
□  Task Force to Develop Guidelines for Performing Regular Peer Reviews —
The objective of this group is to develop guidelines to assist reviewers
in performing regular peer reviews. Morris I. Hollander, Stanley L. Cohen & 
Company, Miami Beach, is the chairman.
□  Task Force to Develop a Policy Statement with Respect to Regular Peer 
Reviews Perform ed by State CPA Societies and Associations — Chairman of 
this group is Robert L. Eichel, Touche Ross & Co., Santa Ana, California.
The April Journal o f  Accountancy will further discuss the private companies 
practice section, including the peer review committee’s operations.
The Institute’s accounting and review services committee has established a 
task force on reporting on financial information presented on prescribed forms. 
The group is charged with developing guidance for reporting on such information 
when the CPA has performed a compilation or review service dealing with 
such data. Chairman is J. B. Dresselhaus, Philip G. Johnson & Co., Lincoln, 
Nebraska.
The task force would like examples of prescribed forms such as government 
agency forms and financial reports of auto and farm equipment dealers that 
are submitted to manufacturers. Examples should be sent to William Haggerty in 
the Institute’s auditing standards division.
Audit Committees — Answers to Typical Questions About Their Organization and 
Operation — This booklet is designed to encourage the formation of audit com­
mittees in smaller as well as larger public companies by providing practical 
information on how such committees should be established and how they should 
be organized. An audit committee’s various functions are also reviewed. Price 
is $1.50; with certain quantity discounts available (in addition to the member 
discounts) to firms wishing to distribute the booklet to their publicly-held 
corporate clients.
Statistical Auditing — This publication, by Donald Roberts, provides a practical 
guide to the applications and uses of statistical sampling in audit planning 
and practice. Price is $15; $12 to members.
These publications can be obtained from the Institute’s order department.
Open Meetings — A brochure explaining the AICPA’s policy and procedures 
regarding those technical meetings open to the public is available free from the 
Institute’s public relations department.
Special Supplement, Th e  C P A  Letter, March 13, 1978
SEGMENT INFORMATION FOR NONPUBLIC COMPANIES
The pace of events affecting the work of independent auditors is sometimes so rapid that the 
need for timely guidance necessitates using other than the usual channels of communication. 
This communication deals with such a matter.
On February 2 3 , 1978, the Financial Accounting Standards Board added to its agenda a major 
project to consider establishing guidelines for (a) distinguishing between information that should 
be disclosed in financial statements and information that should be disclosed in financial reporting 
other than financial statements and (b) distinguishing between information that all enterprises 
should be required to disclose and information that only certain designated types of enterprises 
should be required to disclose. Special attention will be given in that project to the financial 
statements and financial reporting of small or closely held enterprises.
On February 2 7 , 1978, the FASB issued an exposure draft of a Proposed Statement of Financial 
Accounting Standards entitled Suspension o f  the Reporting of Earnings per Share and Segment 
Information by Nonpublic Enterprises. The purpose of the proposed Statement is to suspend the 
application of APB Opinion No. 15 and FASB Statement No. 14 to nonpublic companies, pending 
completion of the new agenda project. The comment period on the exposure draft will end 
on March 2 9 , 1978, and the final Statement is expected to be effective for financial statements issued 
on or after the date of the final Statement.
The Auditing Standards Executive Committee has concluded that temporary guidance should 
be provided with respect to the effect on the auditor’s report of the omission of segment information 
in the financial statements of a nonpublic company. (The provisions of FASB Statement No. 14 
became effective for financial statements for fiscal years beginning after December 15, 1976.
SAS No. 21, Segment Information, requires that the auditor modify his opinion on those financial 
statements if segment information is omitted.) Consequently, the Committee requested the staff 
of the Auditing Standards Division to prepare an auditing interpretation in response to this current 
development. Similar guidance is not provided with respect to the possible suspension of the 
earnings per share requirement, since companies have been subject to that requirement for several 
years.
This interpretation will be published in the May issue of the Journal o f  Accountancy , but 
it is included on the next page to provide timely guidance.
AUDITING INTERPRETATION
The staff of the Auditing Standards Division has been authorized to issue Interpretations to provide 
timely guidance on the application of pronouncements of the Auditing Standards Executive Committee. 
Interpretations are reviewed by members of that Committee. An Interpretation is not as authoritative as a 
pronouncement of the Auditing Standards Executive Committee, but members should be aware that they 
may have to justify a departure from an Interpretation if the quality of their work is questioned.
Applicability of SAS No. 21 to Nonpublic Companies
1. Question — On February 27, 1978, the Financial Accounting Standards Board issued an exposure draft of a 
Proposed Statement of Financial Accounting Standards entitled Suspension of the Reporting of Earnings per 
Share and Segment Information by Nonpublic Enterprises.1 The proposed Statement would suspend the applica­
bility of the requirements of APB Opinion No. 15, Earnings per Share, and FASB Statement No. 14, Financial 
Reporting for Segments of a Business Enterprise, in the financial statements of nonpublic companies that are 
presented in conformity with generally accepted accounting principles.
2. Paragraph 10 of SAS No. 21, Segment Information, states in part that if a company, whether public or 
nonpublic, “declines to include in the financial statements part or all of the segment information that the auditor 
believes, based on his knowledge of the entity’s business, is required to be disclosed, the auditor should modify
his opinion on the financial statements because of inadequate disclosure and should describe the type of information 
omitted.” (“Segment information” is defined as certain information relating to a company’s operations in different 
industries, its foreign operations and export sales, and its major customers.) What is the impact of the FASB 
exposure draft on the auditor’s report on financial statements of nonpublic companies that are issued prior to the 
issuance of a final FASB Statement suspending the application of FASB Statement No. 14 to those financial 
statements?
3. Interpretation — Rule 203 of the AICPA’s Code of Professional Ethics requires compliance with accounting 
principles promulgated by the Financial Accounting Standards Board and its predecessors unless, due to unusual 
circumstances, the financial statements would otherwise be misleading (see AU section 509.18).
4. Consistent use of accounting principles and consistent disclosures from one accounting period to another 
enhance the utility of financial statements to users by facilitating analysis and understanding of comparative 
accounting data. Under SAS No. 21, a nonpublic company that issued its financial statements prior to issuance of 
an FASB Statement suspending the application of FASB Statement No. 14 to such companies without disclosing 
required segment information would receive a qualified auditor’s report because of the omission of that information. 
However, if that same company issued its financial statements after the issuance of the FASB Statement, it would 
not be required to disclose segment information and thus would not receive a qualified auditor’s report
because of the omission of that information. This situation is of particular concern because the information required 
by FASB Statement No. 14 is currently to be disclosed for the first time by nonpublic companies.
5. Because the initial applicability of FASB Statement No. 14 to nonpublic companies may be suspended
in the near future, auditors’ reports that are qualified because those companies’ financial statements do not disclose 
required segment information will be of reduced utility to users of those financial statements. Therefore, it is 
appropriate for the auditor to express an unqualified opinion on the financial statements of a nonpublic company 
that omits segment information, if there are no other reasons to modify his report. However, until an FASB 
Statement suspending the application of FASB Statement No. 14 to nonpublic companies becomes effective, the 
auditor should include an explanatory paragraph in his report that indicates that (a) the financial statements do not 
include segment information, and (b) suspension of the applicability of FASB Statement No. 14 to nonpublic 
companies is being considered by the FASB.
6. The explanatory paragraph should not be construed as a qualification of the auditor’s opinion; it is intended 
to highlight circumstances of particular importance (see AU section 509.27). The following is an example of an 
explanatory paragraph that may be used:
The accompanying financial statements do not present segment information concerning the Company’s 
operations in different industries, its foreign operations and export sales, and its major customers as required by 
Statement No. 14 of the Financial Accounting Standards Board. Suspension of the applicability of that 
Statement to the financial statements of nonpublic companies is presently being considered by the FASB.
7. The need for this Interpretation arises because of a highly unusual situation. The requirements of FASB 
Statement No. 14 are likely to be suspended for nonpublic companies in the first year in which such data would 
otherwise have been required. Accordingly, this Interpretation should not be applied to future proposals to 
revise or amend effective FASB Statements.
1A “nonpublic enterprise” is defined in the exposure draft as “an enterprise other than one whose debt or equity securities 
trade in a public market on either a foreign or domestic stock exchange or in the over-the-counter market (including 
securities quoted only locally or regionally).” The Exposure Draft also states that “An enterprise is not considered to be a 
nonpublic enterprise for purposes of this Statement, and the information specified by APB Opinion No. 15 and FASB 
Statement No. 14 shall be presented, when the enterprise issues financial statements for the purpose of filing with 
a regulatory agency in preparation for the sale of any class of securities in a public market.”
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The Carter Administration is planning to announce its domestic privacy position
in May as developed by a White House privacy study coordinating committee.
President Carter has directed the coordinating committee, an ad hoc group
within his domestic policy staff, to consider the following:
□  The “threat to privacy” posed by advances in computing and electronic 
communications, and the potential for technology to provide solutions.
□  How to limit the collection, use and distribution of information about 
individuals.
□  How to assure that records about individuals are accurate and relevant.
□  How to afford individuals sufficient access to records about themselves, and 
an opportunity to correct these records.
□  How to assure privacy of the mails and other communications systems.
□  The role of the federal government in regulating nonfederal users.
At its meeting on February 28 and March 1-2, the Institute’s accounting standards
executive committee took the following actions:
□  Agreed to issue four statements of position, pending FASB clearance. Three 
of the SOPs deal with real estate operations, while the other relates to 
hospitals operated by governmental units.
□  Agreed to send to the FASB an issues paper relating to profit recognition 
on real estate leases.
□  Approved four exposure drafts and four letters of comment.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards Executive Committee
An open meeting of the AICPA’s accounting standards executive committee will be held in the 
board room at the AICPA’s New York office on April 4-6 starting at 1:00 p.m. on April 4; 9:00 a.m. 
on April 5 and 6. The preliminary agenda and status are as follows:
April 4 — p.m.
□  Bank Audit and Accounting Guide. (Consider draft for exposure.)
April 5 — a.m.
□  Savings and Loan Audit and Accounting Guide. (Consider draft for publication.)
April 5 — p.m.
□  Accounting for Title Insurance Companies. (Consider draft for exposure.)
□  Investments in Real Estate Joint Ventures. (Consider draft for publication.)
April 6 — a.m.
□  Personal Financial Statements Audit and Accounting Guide. (Consider draft for exposure.) 
April 6 — p.m.
□  Accounting for Service Transactions. (Consider draft for publication.)
□  A Tentative Set of Accounting Principles and Reporting Practices for Nonprofit Organizations 
not Covered by Existing AICPA Industry Audit Guides. (Consider draft for exposure.)
The next committee meeting is scheduled for May 23-25 in New York.
Auditing Standards Executive Committee
An open meeting of the AICPA’s auditing standards executive committee will be held at 
the O’Hare Hilton Hotel in Chicago on April 4-6. Sessions will start at 9:00 a.m. The agenda, which 
is yet to be determined, will be reported by the telephone service.
The next committee meeting is scheduled for May 16-18 in New York.
Changes from these notices will be reported by the meetings information telephone service.
The number is 212/575-5694.
White House 
Domestic Privacy 
Position Expected 
In May
AcSEC Meeting 
Actions
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Washington Briefs The IRS announced recently that new combined income tax and social security 
tax withholding tables for 1978 are now available at IRS offices. The new 
withholding tables, reflecting the 6.05 percent social security tax rate for 1978 
specified in the recent law, are contained in the December 1977 revision of IRS 
Publication 493, Supplement to Employer’s Tax Guide. The income tax with­
holding rates aren’t changed for this year.
The U.S. Supreme Court has upheld the constitutionality of the Multistate Tax 
Compact (U.S. Steel v. Multistate Tax Commission). The Court held that the 
Multistate Tax Compact, which has been used by member states to determine the 
tax liability of multistate taxpayers, could withstand challenges under the 
Compact Clause, the Commerce Clause and the Fourteenth Amendment to the 
Constitution.
The IRS has issued final regulations on the assignment of retirement benefits due 
an employee under certain pension plans. The regulations, which are effective 
as of January 1 ,  1976, provide that if the plan is qualified, benefits may not 
be assigned, alienated or subject to attachment.
In IR-1961, the IRS announced that corporations will not have to list the total 
amount of deductions claimed for entertainment, gifts, travel and similar expenses 
on their 1977 tax forms. Companies, however, will have to provide the data 
on their 1978 tax returns and will have to maintain records substantiating 
deductions claimed on their 1977 returns.
The Joint Board for the Enrollment of Actuaries has issued proposed rules amend­
ing regulations governing actuaries performing services for ERISA pension 
plans. The proposals deal with the suspension or termination of enrolled actuaries 
as well as procedures to be followed in conducting such proceedings. Comments 
are due by April 17, and should be directed to the Joint Board for the Enrollment 
of Actuaries, U.S. Department of the Treasury, Washington, D.C. 20220.
The Federal Election Commission has available a free package of information 
to assist campaign treasurers. Included is a copy of the Federal Election 
Campaign Act, a copy of the FEC regulations and forms for registration and 
reporting by an election committee. Also available is a new publication entitled 
Campaign Guide for Congressional Candidates and Their Committees. For further 
information, contact the Federal Election Commission by calling toll free 
(800/424-9530), or in Washington, D.C. (202/523-4068).
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The preliminary report of the special committee to study the structure of the 
auditing standards executive committee has urged that responsibility for setting 
auditing standards remain with auditors and the AICPA. It rejects the Cohen 
Commission’s proposal for a full-time, paid body to set auditing standards— 
basically since the need for a full-time board is “not at all obvious” vis-a-vis the 
situation in 1971 in the field of accounting which preceded the FASB’s estab­
lishment. Also, the committee believes “a sense of alienation” may develop 
between the profession and a full-time board and that recruiting qualified people 
willing to make such a time commitment may be difficult, says committee chair­
man Walter J. Oliphant.
One alternative arrangement is for a part-time board with a full-time, paid 
chairman. However, the committee majority favors a part-time board, a part-time 
chairman and a full-time, paid executive director. Some other recommendations:
□  The reduction of AudSEC from 21 to 15 persons with membership open to 
any person who has had extensive auditing experience, whether a member 
of the AICPA or not. However, no less than two-thirds of the board should be 
Institute members currently in public practice.
□  Board members (including the chairman) may request compensation in return 
for a commitment of at least 50 percent of their time to the board’s work.
□  The establishment of an advisory council of between 12 and 18 members 
appointed by the chairman of the Institute for one-year terms.
□  The appointment of the chairman and members of the board for one-year 
renewable terms by the chairman of the Institute with the consent of the board 
of directors of the AICPA.
□  Nine affirmative votes be required to approve a statement, if the recommenda­
tions for a 15-member board are approved.
□  Meetings relating to the establishment of standards and matters directly 
affecting the public should be open meetings.
□  Publication of dissenting opinions when a standard is issued.
□  Strengthening of the AudSEC staff with one member designated as research 
director.
□  The establishment of task forces to do preparatory work on any new state­
ment, with task force members being reimbursed for their expenses.
□  The creation of a small number of fellowships, tenable normally for 18 months 
to 2 years.
Robert L. May, CPA, will serve as the first chairman of the International 
Federation of Accountants’ Auditing Practices Committee. May, a partner of 
Arthur Andersen & Co., New York, chaired the AICPA’s Committee on 
International Relations and was a member of the U.S. delegation to the Account­
ants’ International Study Group.
IFAC, formed in Munich last October, comprises 63 organizations repre­
senting more than 600,000 accountants in 49 countries. The group is 
headquartered at 1270 Avenue of the Americas, New York, New York 10020.
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At its recent meeting [see March 13 Letter), the Institute’s accounting standards 
executive committee authorized the distribution of exposure drafts of two 
proposed statements of position. They are as follows:
□  Reporting Intercorporate Tax Allocations relates to situations in which a 
parent company joins with one or more of its subsidiaries in filing a consoli­
dated income tax return, and because of certain reasons (such as credit 
evaluations or minority shareholder interests), the parent or one or more sub­
sidiaries prepares separate financial statements. The provision for income 
taxes in the separate financial statements of the parent or a subsidiary involves 
“intercorporate income tax allocation”—an area in which AcSEC believes 
that guidance should be provided. Comments are due by June 15.
□  Accounting for Product Repurchase Agreements deals with situations when an 
entity finances assets without reporting in its balance sheet the liability
or the related asset. For such transactions, AcSEC believes guidance is neces­
sary to determine whether the entity selling the product and simultaneously 
agreeing to repurchase the product has, in substance, transferred all of the 
risks and rewards of ownership of the product. Examples of a product 
repurchase agreement are included. Comments are due by May 30.
Copies of the exposure drafts may be obtained from the Institute’s order 
department.
The National Council on Governmental Accounting recently issued its GAAFR 
Restatement Principles exposure draft. The draft is part of the NCGA’s project to 
restate Governmental Accounting, Auditing and Financial Reporting (GAAFR 
or the “blue book”), its 1968 publication. The subject matter in the draft is 
intended to be the “principles” chapter in the GAAFR restatement.
A major change proposed in the draft is NCGA sanction of external general 
purpose financial statements by fund type and account group, rather than by 
individual funds. Sample external general purpose financial statements are 
included.
Comments are due by June 15. Single copies of the draft may be obtained free 
from the NCGA, 180 North Michigan Avenue, Suite 800, Chicago, Ill. 60601.
The restated GAAFR is slated to be issued later this year.
MAS Special Report—Operational Reviews of the Electronic Data Processing 
Function—This report deals with the reasons for conducting EDP effectiveness 
and efficiency reviews and the matters that should be considered in these 
reviews. Price is $1.50; with certain quantity discounts available (in addition to 
the members discounts) to firms wishing to distribute the publication to their 
publicly-held corporate clients.
This report is available from the Institute’s order department.
Audit and Evaluation of Computer Security—This National Bureau of Standards 
publication focuses on measures for reviewing the effectiveness of computer 
security controls. The material is derived from a 1977 workshop organized by the 
NBS and the GAO. Copies are available at $4 each from the Government Printing 
Office, Washington, D.C. 20402 (003-003-01848-1).
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The Institute’s auditing standards division will shortly issue Statement on 
Auditing Standards no. 22, Planning and Supervision. SAS 22 provides guidance 
to an auditor making an examination in accordance with GAAS on the con­
siderations and procedures applicable to planning and supervision. These include 
“preparing an audit program, obtaining knowledge of the entity’s business and 
dealing with differences of opinion among firm personnel.”
The statement is essentially the same as the exposure draft issued last 
September. In planning the examination, notes the statement, “the auditor should 
consider the nature, extent, and timing of work to be performed and should 
prepare a written audit program (or a set of written audit programs).” The state­
ment requires the auditor to obtain “a knowledge of the entity’s business, its 
organization, and its operating characteristics,” and also requires the auditor to 
“consider matters affecting the industry in which the entity operates.”
Copies of the statement will be mailed to all members in early April. Addi­
tional copies will be available from the order department at $1.25 each.
A compliance audit procedure in the Audit Guide and Standards for Revenue 
Sharing and Antirecession Fiscal Assistance Recipients (Section IIC3.1. (vii), 
page 11-10) includes a requirement to:
“Determine if facilities financed by revenue sharing funds have been located 
in such a manner as to have the effect of discriminating. . . . ”
No objective criteria are given in the audit guide or regulations to enable an 
auditor to conclude whether a facility’s location is discriminatory. The guide, 
however, does state that “an extensive investigation” is not intended and “audit 
procedures may be confined to examining available documentation and making 
inquiry as to the availability of these facilities to all persons. . . .”
The AICPA task force established to review the guide recommends that 
compliance audit reports in these circumstances set forth only factual data with 
respect to facilities financed by revenue sharing funds. For example, this data 
might include a brief description of the facility, its location and its intended 
and/or actual use.
The Institute’s federal tax division has issued an exposure draft of a Statement on 
Responsibilities in Tax Practice entitled Communications Between Successor 
and Predecessor Tax Advisers.
The draft provides guidance to such a successor tax adviser regarding 
matters of communication with the predecessor tax adviser “when audit services 
will not also be provided for the new client and to the predecessor tax adviser 
receiving requests for information from the successor tax adviser.” When an 
audit is to be performed, the communications requirements of Section 315 of the 
AICPA Codification of Statements on Auditing Standards would apply.
Comments are due by May 5. Copies of the draft are available on written 
request from the Institute’s federal tax division, 1620 Eye Street, N.W., 
Washington, D.C. 20006.
A New York State Supreme Court judge has denied an AICPA procedural motion 
seeking dismissal, on jurisdictional grounds, of the suit by 18 AICPA members 
to enjoin the Institute from further implementing the division for firms without a 
membership referendum. The ruling, which does not deal with the merits of the 
complaint, establishes the jurisdiction of the Court and permits the Institute to 
answer the complaint. Following the filing of the Institute’s answer, the Court will 
conduct a hearing on the merits.
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Washington Briefs The Institute’s federal tax division has released a report entitled “Proposal for
Complete Revision of Subchapter S Corporation Provisions.” The report includes 
recommendations on stock ownership and size test rules including the repeal 
of the total number of shareholders. Single copies of the proposals are available 
by contacting the Institute at 1620 Eye Street, N.W., Washington, D.C. 20006.
Employers need not withhold taxes on lunch money given to employees, accord­
ing to a recent Supreme Court decision (Central Illinois Public Service 
Company v. United States). The Court concluded that although lunch reimburse­
ments constitute income to the employee, the reimbursements weren’t subject 
to withholding by the employer.
The General Accounting Office has issued a study entitled “Impact on Trade of 
Changes in Taxation of U.S. Citizens Employed Overseas.” The study deals with 
recent changes in the tax code as well as recent U.S. Tax Court decisions 
affecting the tax liability of citizens employed abroad. Copies of the report 
(S/N ID-78-13) may be obtained at $1 each from the GAO Reports Department, 
Washington, D.C. 20548.
Legislation requiring, for the first time, federal audits of the nation’s three bank 
regulatory agencies was approved by the Senate Governmental Affairs 
Committee. The bill, HR 2176, would authorize the GAO to audit the operating 
expenditures of the Federal Reserve System, the Federal Deposit Insurance 
Corporation and the Comptroller of the Currency “as frequently as practicable.” 
The bill is expected to go to the Senate for consideration shortly.
The SEC, in Rel. 33-5910, provides data to help companies comply with segment 
reporting requirements. The release contains information given to certain corpo­
rations that discussed segment reporting problems with the SEC staff.
Also, in Rel. 33-5911, the SEC approved a technical amendment to the industry 
segment reporting requirements. The amendment, which applies to the recently 
adopted integrated disclosure regulation S-K, allows companies to present line 
of business data for fiscal years beginning after December 1 6 , 1976, rather 
than segment information for those years if that data was included in a document 
previously filed with the commission.
The Labor Department has issued final regulations governing ERISA annual 
reporting requirements. The regulations include proposals to limit the categories 
of plan transactions to be included in the annual report.
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The Institute’s accounting standards executive committee has issued an exposure 
draft of a proposed statement of position entitled Accounting and Reporting 
Practices for Nonprofit Organizations Not Covered by Existing AICPA Audit 
Guides.
Since a large number of nonprofit organizations are not covered by existing 
AICPA Industry Guides, AcSEC has exposed this draft SOP to recommend 
financial accounting principles and reporting practices for all other nonprofit 
organizations that prepare financial statements in conformity with generally 
accepted accounting principles. The exposure draft is a follow-up to a discussion 
draft issued last year (see February 28, 1977 Letter) which covered the same 
nonprofit organizations.
The draft notes that a major purpose of the financial statements of a non­
profit entity “is to communicate the ways in which resources have been used 
in carrying out the organization’s objectives.” That, adds the draft, requires 
“reporting the nature and amount of all available resources, the uses made of the 
resources and the net change in fund balances during the period.”
Sample financial statements on 13 different types of nonprofit organizations 
illustrating the applications of the reporting practices discussed are included.
Comments are due by June 30. Copies of the draft may be obtained from the 
Institute’s order department.
The Institute’s insurance companies committee has issued an exposure draft of a 
proposed statement of position on Confirmation of Insurance Policies in Force. 
The draft is a result of a 1975 recommendation by an AICPA special committee 
that studied the auditing implications of the collapse of Equity Funding. The 
committee found that a life insurance company could be motivated to overstate 
the number of insurance policies in force when such an overstatement would 
increase the company’s current earnings.
The AICPA Industry Audit Guide, Audits of Stock Life Insurance Companies, 
suggests confirmation of insurance policies in force directly with policyholders, 
but does not discuss when confirmation would be appropriate. The draft SOP 
is aimed at identifying those circumstances in which the auditor should confirm 
insurance policies in force. The draft is applicable to both stock and mutual 
life insurance companies.
Comments are due by June 5. Copies of the draft are available from the 
Institute’s order department.
At a recent meeting, the Financial Accounting Standards Board decided that any 
major changes in measurement concepts needed to show the effects of inflation 
on business enterprises should be introduced as supplemental disclosures rather 
than by changing the basic financial statements. To implement that decision, 
the board has authorized its staff to undertake work on both measurement 
concepts and on possible types of supplemental disclosures of inflation effects 
consistent with those concepts.
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The International Accounting Standards Committee, at its March meeting, 
approved for publication IAS no. 9, Accounting for Research and Development 
Activities. It also authorized exposure of a draft standard on current assets 
and current liabilities.
Under the R & D standard, research costs are to be charged to expense during 
the period in which they are incurred. Development costs are also to be expensed 
unless they meet all of five specified criteria. In such cases they may be deferred. 
This last provision varies from FASB Statement no. 2 which does not permit 
capitalization of either of these costs. As in the U.S., the new international stand­
ard calls for disclosure of the total amount of R & D costs charged to expense 
during each period.
IAS no. 9, which becomes effective January 1 , 1980, will not be available 
until July 1, pending translation and printing. At that time, copies may be obtained 
from the AICPA order department; list price $2.00, with usual discounts.
The exposure draft on current assets and current liabilities proposes that 
current assets be determined on the basis of the “12 month rule” rather than the 
operating cycle which is the case under U.S. standards.
The draft would permit inclusion in current assets of inventories expected to 
be sold or consumed beyond a year, if the fact is disclosed. Also, inclusion of 
installment receivables not due within one year would be permitted provided that 
the fact, amount and terms of payment of those receivables are disclosed.
Again, copies will not be available until July 1; in this case from the AICPA’s 
division on international standards. The division now has available copies of 
the exposure draft, Accounting for Taxes on Income (see November 28, 1977 
Letter).
For the November 1977 Uniform CPA Examinations, 49,112 candidates completed 
a total of 180,878 papers — both new records. Elijah Watt Sells Awards are 
presented to those CPA candidates who take all four sections of the examination 
and achieve the highest grade total.
Co-winners of the Sells Gold Medal, given for the highest grade total on the 
examinations, were John Peter Murrin of Indian Head, Maryland, and Bruce 
Milton Pollock of Northbrook, Illinois. Murrin, a graduate of the Wharton School 
of the University of Pennsylvania, is with the Washington, D.C., office of Arthur 
Andersen & Co. Pollock graduated from Williams College and is currently with 
Arthur Young & Company’s Paris office.
The Silver Medal, given for the second highest grade total, was won by 
Michael Nels Lindh of Chicago. Lindh, a graduate of Northwestern University, is 
with the Chicago Title & Trust Co.
Also, 68 honorable mention certificates will be awarded.
Kenneth F. Thomas has been appointed as the director of the AICPA’s federal tax 
division. He succeeds Thomas R. Hanley who is now the chief staff aide to the 
executive committee of the SEC practice section of the division for firms.
Until his appointment, Mr. Thomas had been manager in charge of tax in the 
Lansing, Michigan, office of Ernst & Ernst with which he had been associated 
for 14 years. He assumed his new duties in the Washington office on April 1.
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Accounting educators from 67 predominantly black colleges and universities have 
been invited to participate in the AICPA’s Eighth Annual Faculty Seminar 
to be held on May 28-June 2. Cosponsored by the Pennsylvania Institute of CPAs, 
the sessions will be held at Stouffer’s-Valley Forge near Philadelphia.
The program, which has been developed by the AICPA’s committee on 
minority recruitment and equal opportunity, will include such areas as current 
developments in accounting and auditing, the report on accreditation, instruc­
tional techniques and certain special aspects of minority education. There will be 
a special session on quality control programs. The banquet speaker will be Otis 
Gates, a partner in the Boston office of Arthur Andersen & Co., who will speak on 
“Upward Mobility.” Program chairman is Vincent C. Brenner, chairman of the 
department of accounting, Louisiana State University, a member of the AICPA 
committee.
The costs of these seminars are covered by the state society contribution, 
a Department of HEW grant and the Accounting Education Fund for Disadvan­
taged Students.
The American Accounting Association’s committee on accounting and the public 
interest is seeking information on the involvement of volunteer accountants 
in public interest cases and projects. Specifically, they seek data on titles of cases 
or projects; names and affiliations of investigators; objectives of the cases; 
dates and organizations involved and certain bibliographical information. 
Abstracts of public interest cases are also sought.
For further information, contact the committee’s chairman, Dr. Wayne G. 
Bremser, CPA, Villanova University, Villanova, Pennsylvania 19085.
Under the Institute’s bylaws, a member who has been convicted of a felony 
defined as such by the convicting jurisdiction or who has had his CPA certificate, 
or license or permit to practice, revoked by any governmental authority shall 
have his membership in the Institute terminated without a hearing.
□  On February 10, 1978, Warren Boydston Moore of Odessa, Texas, was notified 
that his Institute membership was terminated following his conviction in a 
United States District Court of misapplication of funds of a Texas savings and 
loan association for whom he had worked initially as a computer consultant 
and later as an employee.
□  On February 23, 1978, the membership of Jay A. Imholte of Palos Verdes 
Estates, California, was terminated following revocation of his certificate and 
license to practice by the California State Board of Accountancy in that his 
conduct in his use of a client’s funds in a manner other than that for which 
they were specified was dishonest.
□  On March 1 , 1978, Bertram J. Burak of Philadelphia, Pennsylvania, was notified 
that his Institute membership was terminated following his conviction in a 
United States District Court of mail fraud.
□  On March 2 , 1978, the membership of Robert K. Lewkowitz of Phoenix, 
Arizona, was terminated following revocation of his certificate and license
to practice by the Arizona State Board of Accountancy for gross negligence 
and fraudulent conduct. Lewkowitz had been convicted in a United States 
District Court of mail and securities fraud, interstate transportation of money 
obtained by fraud and aiding and abetting. The conviction related to the 
purchase and sale of various interests in land contracts while he was employed 
by an Arizona land development company. Lewkowitz was suspended from 
the Institute on October 4 ,  1977 because of this conviction which was then 
being appealed.
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Ethics
Investigations
Summarized
45 Boards Offer 
Critique Program
EDP Fraud Review 
Task Force 
Established
In line with the Institute’s policy of reporting on disciplinary matters, the 
AICPA’s professional ethics division has updated its statistics on the disposition 
of ethics investigations processed under the AICPA’s Joint Ethics Enforce­
ment Plan and the ethics enforcement committees of 40 participating state 
CPA societies.
The statistics below reflect activities for the last six months of 1977 and also 
constitute a year-end report for that year. Activities for January 1-June 3 0 , 1977 
were previously summarized (see January 23 Letter). The cases referred to the 
Institute’s Joint Trial Board may not have all been heard by the Board.
Disposition of Ethics Investigations
AICPA plus 40 State Societies of CPAs 
Semi-Annual and Year-End Report for 1977
Investigations* Second Half Full Year
Open at Start of period 572** 494**
Opened during the period 282 714
Total 854 1208 
Dispositions in period:
Expelled or suspended under automatic
provisions of bylaws 9 28 
Prima facie cases approved for sending
to Trial Board 3 16
Administrative censure issued 16 33
No violation found 234 539
Subtotal — deduct 262 616
Open at end of period 592 592
Active investigation 391
In litigation 201
* These data refer to cases and not the number of respondents in a case. An investigation 
is opened at point where file contains evidence a Code violation may have occurred.
** These figures reflect an adjustment from those previously reported for 5 states which 
reported in the second half of 1977 and not the first half, and 2 states which reported the 
first half but not the second half.
Forty-five state boards, in cooperation with NASBA, are sponsoring the CPA 
Examination Critique Program for candidates who failed the November 1977 CPA 
exam. The program will be conducted at 41 locations across the country during 
the latter half of April.
Unsuccessful candidates were mailed information about the program on 
January 27 along with their grades on the November exam. The program allows 
candidates to obtain copies of their examination answer papers and to compare 
the results of their papers with the correct answers under the guidance of 
qualified instructors.
Since the CPA Examination Critique Program was inaugurated 18 months 
ago in 15 states, more than 8,000 candidates have reviewed copies of more than
20,000 examination papers.
The Institute’s computer services executive committee has formed a new task 
force on EDP fraud review. The group is charged with studying and publishing 
analyses of methods of perpetration and detection of data processing fraud. 
Chairman of the new group is Karl G. King, III, Crowe, Chizek and Company, 
South Bend, Indiana.
Special Supplement, Th e  C P A  Letter, April 1 0 , 1978
REPORT OF THE NOMINATIONS COMMITTEE
To: Members of the
American Institute of 
Certified Public Accountants
Pursuant to Article VI, Section 6.1.6 and 3.3 of the bylaws the following report of the nominations committee 
is submitted.
Donald J. Schneeman, Secretary 
New York, N. Y., March 31, 1978
The nominations committee hereby nominates the following officers, members of the Board of Directors, 
members of Council-at-Large, elected members of Council and the National Review Board.
For Officers:
(To serve from the 1978 Annual Meeting to the 1979 Annual Meeting or until their successors shall be elected)
Chairman of the Board:
Joseph P. Cummings, New York
Vice Chairman of the Board:
William R. Gregory, Washington
Vice Presidents:
John L. Fox, New York
Treasurer:
Harry R. Mancher, New York
For Members of the Board of Directors:
(Three years)
Ray J. Groves, Ohio
For Council Members-at-Large:
(Three years)
Sidney A. Champagne, Louisiana 
Joseph B. Dresselhaus, Nebraska 
Robert A. Harden, South Carolina
Bernard Z. Lee, Texas John L. Ricketts, Pennsylvania
Robert D. May, Florida
Charles T. Horngren, California 
Glenn Ingram, Jr., Illinois
Robert A. Mellin, California
Earl R. Moore, Colorado
William C. Penick, District of Columbia
(One year—to fill vacancies created if John L. Fox and Bernard Z. Lee are elected Vice Presidents and Robert D. Mellin 
and Ray J. Groves are elected members of the Board of Directors respectively)
W. Ian A. McConnachie, Washington 
Sol J. Meyer, Oregon
For Elected Members of Council:
(Three years)
Mac Fay Carpenter, Alabama 
Ronald C. Evensen, Arizona 
John F. Barana, California 
Jack V. Hoffman, California 
Richard W. Maches, California 
Don A. Nelson, California 
Daniel Wainess, California 
Robert J. Pue, Connecticut 
P. Martin Ellard, Georgia 
Bryan P. Coughlin, Jr., Illinois 
A. Clayton Ostlund, Illinois 
Joseph E. Tansill, Illinois 
William H. Rea, Indiana
Norman E. Auerbach, New York
Willard J. Hunzelman, Iowa 
John W. Poos, Kansas 
Thomas K. Baer, Kentucky 
Elmer V. Moore, Louisiana 
Donald D. Casson, Maryland 
Anthony T. Krzystofik, Massachusetts 
Jerome P. Solomon, Massachusetts 
Donald E. Schmaltz, Michigan 
James B. Porter, Jr., Missouri 
Bernard V. Burns, New Jersey 
Philip J. Gallagher, New Jersey 
Kermit J. Berylson, New York
John J. van Benten, Indiana
Joseph L. Brock, New York 
Winfield W. Major, New York 
Robert L. May, New York 
McRobert T. Daniel, North Carolina 
Richard L. Denney, Ohio 
John E. Kolesar, Pennsylvania 
John B.' O’Hara, Pennsylvania 
Elliott E. Dittelman, Rhode Island 
William D. Sharp, Tennessee 
Rowland P. Pattillo, Texas 
Lloyd J. Weaver, Texas 
Jay D. Campbell, Washington
(One year—to fill a vacancy if John L. Ricketts is elected Vice President) 
Albert A. Reidinger, Pennsylvania
For Members of the National Review Board:
(Three years)
Willard G. Bowen, Colorado William R. Gregory, Washington Harry R. Mancher, New York
Winston Brooke, Alabama Glenn Ingram, Jr., Illinois Gordon W. Tasker, Connecticut
Donald T. Bums, California Harry L. Laing, North Carolina Evan R. Terry, Utah
Lyndon C. Conlon, Florida Paul Lambert, Jr., District of Columbia Brooks Wilson, Texas
(One year—to fill a vacancy created by the death of Howard E. Hanson, Massachusetts)
Harry J. Baird, Rhode Island
The committee will nominate the above officers, members of the Board of Directors, members of Council-at- 
Large and National Review Board members on the floor of the Council Meeting on Saturday, October 21, 1978 
in San Francisco, California. No nominations from the floor will be recognized. However, independent 
nominations may be made by any twenty members of Council if filed with the Secretary at least four months 
prior to the Annual Meeting of the Institute which is to be held in San Francisco on October 21, 1978.
Pursuant to the bylaws, balloting for directly elected Council members by members in any state where 
vacancies shall arise will occur only if a contest for one or more seats develops as a result of submission of 
independent nominations to the Secretary by any twenty Institute members in the state at least four months 
prior to October 21, 1978. In the absence of any contest, all Council nominations will be declared elected by 
the Secretary and will assume office as members at the Council Meeting on October 21, 1978.
Respectfully submitted:
Nominations Committee
Michael N. Chetkovich, New York, Chairman
Robert D. Faw, Maryland
Drew R. Fuller, Georgia
Jordan L. Golding, Massachusetts
Irving B. Kroll, California
William C. Rescorla, Michigan
William M. Schmidt, Montana
NOTICE OF AICPA PUBLIC MEETINGS
AICPA Council
An open meeting of the AICPA council will be held at the Boca Raton Hotel and Country Club, 
Boca Raton, Florida on May 8-10. Sessions will be held from 9:00 a.m. until 1:00 p.m.
Council will be asked to take action on several matters including modifications to council 
resolutions relating to disciplinary activities and the makeup of the board of directors. In addition, 
council will be asked whether it wants to take action or defer action until fall on the report of 
the special committee to study the structure of AudSEC.
Accounting and Review Services
The AICPA’s accounting and review services committee will hold an open meeting at the 
Omni Hotel in Atlanta on May 4-5. Sessions will start at 9:00 a.m.
The agenda will include compilation of financial statements, reports on comparative financial 
statements, controllership functions performed by CPAs and financial forecasts. The final agenda 
will be reported by the telephone service.
Changes from these notices will be reported by the meetings information telephone service.
The number is (212) 575-5694.
- 7 -
AICPA Members 
Adopt Bylaw and 
Ethics Code 
Changes
SEC Proposes 
Simplified 
Requirements for 
Small Issuers
FASB to 
Consider Lease 
Interpretations
The AICPA membership has approved all seven proposed changes to the 
Institute’s bylaws and Code of Professional Ethics. They became effective with 
the close of balloting on March 31, since the necessary two-thirds majority 
was achieved in each case. A total of 63,842 ballots was received (47 percent of 
the members), although not all members voted on all proposals. The vote follows:
Yes Percent
1. Permit nonpracticing members to serve as officers
and members of the Trial Board. 46,162 73
2. Authorize the addition of three public members
to the board of directors. 44,251 70
3. Establish general standards applicable
to all areas of practice. 57,522 91
4. Change time period during which service as a trustee 
of certain trusts would impair independence
(solely a technical change). 56,150 90
5. Repeal present advertising rule and adopt a new
and less restrictive one. 45,988 72
6. Substitute “conflict of interest” for “feeder” as a
basis for prohibition against incompatible occupations. 52,633 83
7. Repeal the rule requiring notice to a practitioner
of intent to offer employment to one of his staff. 48,934 77
Interpretations of the new advertising rule were included in the ballot and 
became effective with adoption of the rule.
The SEC, in Rel. 33-5915, has proposed a simplified registration and reporting 
form for small issuers of securities.
The proposed form would apply to the registration of securities not exceeding 
an aggregate cash offering price of $3 million, provided that the issuer is not 
subject to the commission’s continuous reporting requirement. The proposed form 
calls for narrative disclosure somewhat less extensive than that presently 
required by Form S-1 and audited financial statements substantially similar to 
those required by Regulation A.
In addition, the SEC proposes that issuers using the form be allowed to 
include audited financial statements substantially similar to those required by 
Regulation A in their initial annual report filed with the commission.
Comments on the proposed form are due by June 1.
The Financial Accounting Standards Board has directed its staff to prepare pro­
posed interpretations or amendments, as appropriate, of Statement no. 13 on 
accounting for leases concerning the following questions:
□  Leases from governmental units — Which leases that would otherwise be 
capital leases should be classified as operating leases because of the exemption 
provided in paragraph 28 of the Statement?
□  Provisions for losses relating to subleases — Should a provision for loss be 
recorded when the aggregate rentals under a sublease will be less than the 
remaining rentals on the primary lease?
□  Lessee’s classification of a lease of part of a building — How should a lease be 
classified if the lessee has leased premises that are only a part of a building 
complex and represents that the fair value of the leased property cannot
be determined?
□  Gain or loss on purchase of leased asset — Does the statement require a lessee 
to recognize gain or loss in connection with a capital lease that is terminated 
by the purchase of the leased property by the lessee?
Washington Briefs Because of substantial confusion in the practitioner community, the IRS says that 
it will not impose penalties on income tax preparers until January 1, 1979 for 
failure to compute and report additions to the tax under Sections 6654 and 6655 
of the Code for failure to pay estimated tax (see March 13 Letter).
At the IRS Commissioner’s advisory group meeting last month, new penalties for 
partnerships failing to file returns were discussed. The IRS wants civil penalties 
of $50 per month — up to $250 per partner — for failure to file partnership 
returns or to file them at the service center having jurisdiction over the partner­
ship. The IRS also favors treating the partnership as an “audit entity” with a 
single general partner representing the partnership.
The SEC has announced a time extension for comments relating to replacement 
cost disclosures for companies with oil and gas reserves. In the release, the SEC 
also made certain revisions in the disclosure proposal dealing with the presen­
tation of the present value data. The comment period now ends May 19.
The IRS has slated a public hearing on the readability (or lack thereof) of the new 
tax forms and instructions for 1977. The hearings are scheduled for April 27 
in Denver; Des Moines; Columbus, Ohio; and Columbia, South Carolina. For 
further information, contact the chairman of the tax forms coordinating 
committee, Room 5577, IRS, 1111 Constitution Avenue N.W., Washington, D.C. 
20224.
The IRS will hold a public hearing on May 4 in Washington, D.C., on its proposed 
regulation to change the tax treatment of deferred income under certain retire­
ment plans. Under the controversial proposal, a taxpayer who requests that 
compensation be deferred would be taxed in the year that there otherwise would 
have been payment.
The SEC will hold public hearings on the effects of its rules and regulations on the 
ability of small businesses to raise capital and the impact on small business 
of disclosure requirements under the Securities Acts. The hearings run from 
April 11 to May 16 in Washington, D.C., Los Angeles, Denver, Atlanta, Chicago 
and Boston. For further information, contact the respective SEC office.
There is no need for federal licensing of tax return preparers, according to IRS 
Commissioner Jerome Kurtz. Testifying recently before the House Government 
Operations Consumer Affairs Subcommittee, Kurtz said a system of federal 
regulation might not be feasible.
The CPA Letter
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FASB Issues Two 
Interpretations 
on Leases
Administrative 
Review Program 
Again Available
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board has issued two interpretations dealing 
with accounting for leases in a business combination and accounting for income 
taxes. In addition, the board submitted for comment to its advisory council 
and the screening committee on emerging problems a draft of a proposed interpre­
tation dealing with leases involving property owned by a governmental unit 
or authority.
Interpretation no. 21 clarifies FASB Statement no. 13, “Accounting for 
Leases,” as to whether the consummation of a business combination requires the 
combined enterprise to treat leases of the combining companies as new leases 
to be classified according to the criteria in the statement as of the date of the 
combination. It specifies that a lease involved in a business combination shall not 
be treated as a new lease to be classified according to the criteria in the state­
ment as of the date of the combination unless the provisions of the lease are 
changed.
Interpretation no. 22, which clarifies APB Opinions nos. 11 and 23, concludes 
that the indefinite reversal criteria of Opinion no. 23 are applicable only to 
the special areas specified in that opinion and not to timing differences in areas 
other than those so specified.
In another matter, the board agreed in principle to adopt a statement to 
suspend the applicability of APB Opinion no. 15, Earnings Per Share, and FASB 
Statement no. 14, Financial Reporting for Segments of a Business Enterprise, 
for nonpublic entities. The statement, which is subject to a final ballot before 
issuance, will be reconsidered as part of the board’s larger project in regard to 
financial reporting for small and/or closely-held business entities.
Because of the enthusiasm of the firms that have participated during the last three 
years, the AICPA’s Administrative Review Program is again being offered.
The program, which offers CPA firms assistance with their managerial problems, 
is under the auspices of the management of an accounting practice committee 
and the list of reviewers has recently been updated.
Here is how the program works: A confidential two-day review of the 
participating firm is conducted by two CPA practitioners who are involved in the 
management of their own firms. The review covers such areas as financial 
administration, billings and collections, personnel policies, development of an 
accounting practice, new client engagements and management data.
Prior to the review, participating firm completes a 48-page questionnaire 
based upon the topics covered in the Management of an Accounting Practice 
Handbook. The questionnaire follows the organization of the handbook and is 
cross-referenced to it. The review concludes with a confidential conference.
The cost of the review is $675. Also, the reviewed firm must agree to supply 
a reviewer for another firm and absorb the first $150 of lodging and travel 
expenses of its reciprocal reviewer.
For further information, contact Barry Kuchinsky in the Institute’s member 
relations division (212/575-6437].
— 2 —
Analysis of Audit 
Committee Issues 
Released
The AICPA’s special committee on audit committees has issued an analysis of the 
issues related to its study on whether the Institute should require that companies 
establish audit committees of their board of directors as a condition of an 
independent audit. If audit committees are to be required, the committee is to 
propose a plan for adopting the requirement.
The booklet, An AICPA Requirement for Audit Committees: An Analysis of 
the Issues, seeks comments on the following issues:
1 Should audit committees be required
a To assist independent directors in fulfilling their responsibilities? 
b For an auditor to be able to fulfill his responsibilities under generally 
accepted auditing standards? 
c To strengthen auditor independence?
2 If audit committees are to be required, should the requirement apply to 
a All public entities?
b All SEC registrants? 
c Certain SEC registrants?
3 What should be the requirements for the composition of the audit committee 
and the qualifications for membership?
a Should all members of the audit committee be independent of management, 
or is it sufficient that a majority be independent? 
b Could the full board of directors qualify effectively as an audit committee? 
c How should “independence” of directors be defined? 
d What other qualifications should be required?
4 Should a requirement for audit committees specify duties to be performed?
5 If the AICPA should require audit committees, should the requirement be 
implemented in the form of
a An amendment of the AICPA Code of Professional Ethics rule on 
independence?
b A statement on auditing standards as necessary for the auditor to fulfill his 
responsibilities under generally accepted auditing standards? 
c A requirement to join the SEC practice section of the division for firms?
6 If an audit committee requirement should not be adopted by the AICPA, 
should it be implemented in some other manner?
7 Will a requirement for audit committees have an economic or competitive 
impact on public accounting firms?
A public hearing will be held on May 3 1 , 1978, at Chicago’s Hyatt Regency 
O’Hare. Those wishing to make oral presentations should contact D. R. 
Carmichael, vice president-technical services, by May 10. Fifteen copies of all 
presentations are due by May 17. All other written comments are due by May 31.
Member Forums 
in Progress
Member Forums are being sponsored by 43 state societies on the proposed 
statement on standards for Compilation and Review of Financial Statements 
issued by the accounting and review services committee (see February 27 Letter). 
The forum program is designed to obtain member views on key issues being 
considered by AICPA committees.
If you cannot attend a state society-sponsored forum, but would like to 
organize one, contact Jim Flynn, member relations (212/575-6439) for information 
on planning and reporting on the discussions. Results are due by June 30.
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AISG Issues Revenue The latest in the studies by the Accountants International Study Group, Revenue
Recognition Study Recognition, is now available. (The AISG is officially disbanded, but its final 
study, Related Party Transactions, is expected to be issued in May.)
The new study compares accounting practices for recognizing revenue in 
Canada, Great Britain, Ireland and the U.S. Among its conclusions:
□  Revenue should generally be recognized when the benefits and risks of owner­
ship of goods pass from seller to buyer or at the time services have been 
performed and the right to receive payment has been established.
□  Amounts billed or received should be deferred until these conditions are met:
1 The earnings process is complete and the amount of revenue is established.
2 The seller retains no substantial risks of ownership.
3 There are no significant uncertainties surrounding the amount of costs 
yet to be incurred by the seller.
Price is $3.50; $2.80 to AICPA members, from AICPA’s order department.
Since the death of Senator Lee Metcalf (D-Mont.), the duties of the Subcommittee 
on Reports, Accounting and Management, of which he was chairman, have 
been shifted within the Senate’s Committee on Governmental Affairs. The Gov­
ernmental Efficiency and the District of Columbia Subcommittee, chaired by 
Senator Thomas Eagleton (D-Mo.), will now assume responsibility for the 
accounting and related matters previously handled by the Metcalf subcommittee.
Earlier this month, Chairman Eagleton sent a questionnaire to each of the 
eight largest accounting firms, the Cost Accounting Standards Board, the Financial 
Accounting Standards Board, the Securities and Exchange Commission and 
the AICPA. The request for information about the AICPA contains 54 questions 
concerning the progress towards certain recommendations as set forth in the 
Metcalf subcommittee report (see November 28, 1977, Letter).
Correction In the March 13 Letter, we apparently pulled two addresses from our archives,
rather than our current files. The article on the private companies practice 
section’s peer review committee listed the affiliations and addresses of the chair­
men of two task forces incorrectly. The address of Morris I. Hollander, chair­
man, Task Force to Develop Guidelines for Performing Regular Peer Reviews, 
should have been Rachlin & Cohen, Penthouse, 1230 S. Dixie Hwy., Coral Gables, 
Fla. 33146; that of the chairman of the Task Force to Develop a Policy Statement 
with Respect to Regular Peer Reviews by State CPA Societies and Associations, 
Robert L. Eichel, should have been Laventhol & Horwath, 660 Newport Center 
Drive, Suite 1255, Newport Beach, Calif. 92660.
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NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards — An open meeting of the accounting standards executive committee will be 
held at the Hyatt Regency Hotel, Atlanta on May 23-25. Meetings start at 9:00 a.m.
Auditing Standards — An open meeting of the auditing standards executive committee will be held 
on May 16-18 at the AICPA’s New York office starting at 9 a.m.
Federal Taxation — The executive committee of the AICPA’s federal taxation division will hold 
open meetings at the Boca Raton Hotel, Boca Raton, Florida on May 21 from noon until 5:00 p.m. 
and on May 24 from 9:00 a.m. until 5:00 p.m.
Agendas and changes in these meetings will be reported by the meetings telephone service.
The number is 212/575-5694.
Congressional 
Interest in 
Accounting 
Profession Continues
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Washington Briefs The Cost Accounting Standards Board has issued for comment five standards
dealing with the allocation of various indirect costs. CAS 417 to 421 relate respec­
tively to distinguishing between direct and indirect costs; allocation of service 
center costs; allocation of material-related overhead costs; allocation of 
manufacturing, engineering and comparable overhead costs; and allocation of 
indirect costs. Comments are due by July 17.
Proposed regulations on the taxation of fringe benefits may be issued by the 
summer, IRS Commissioner Jerome Kurtz said recently. In a television interview, 
Kurtz stated that he would like to see regulations drafted that carry out the 
intent of the Internal Revenue Code. He noted, however, that Congress has 
prohibited the IRS from issuing regulations before July 1.
A single level of administrative appeal within the IRS has been proposed. The IRS 
proposes to eliminate the near duplication of procedures presently existing in 
district and appellate division taxpayer conferences. Comments are due by 
June 2, and should be directed to the Commissioner of Internal Revenue; Atten­
tion CC:LR:T (LR-60-78), Washington, D.C. 20224. A public hearing is slated 
for June 20.
The General Accounting Office has issued a study entitled IRS Can Improve 
Its Program to Collect Taxes Withheld by Employers. Among its conclusions, the 
report urges civil penalties be levied against taxpayers who claim false deposits 
on their tax returns which cause lengthy delays in IRS tax collection. Copies 
of the report (GGD-78-14) may be obtained for $1 each from the GAO Reports 
Department, Washington, D.C. 20548 (202/275-6241).
The SEC has withdrawn a proposed amendment to Regulation S-X. In an open 
meeting held earlier this month, the SEC voted to withdraw the proposed 
amendment (Rel. 33-5427,10/4/73) which would have increased the disclosure of 
accounting policies and the impact of those policies on financial statements.
The commission found that many of the proposals have been achieved in 
alternative ways such as by FASB pronouncements or related rules adopted by 
the SEC.
Occasionally, we get our befores and afters backwards. Case in point: In the 
March 27 Letter, in reporting on SEC Rel. 33-5911, we noted that the amendment 
allows companies to present line of business data for fiscal years beginning 
after December 16 , 1976. It should have been before December 1 6 , 1976.
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FASB Issues 
Statement for 
Nonpublic Entities
FASAC Appoints 
Small Business 
Advisory Committee
Court Says Broker’s 
Clients May Sue 
Auditing Firm
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board has formally approved issuance 
of Statement no. 21, suspending the applicability of APB Opinion no. 15, Earnings 
Per Share, and FASB Statement no. 14, Financial Reporting for Segments of a 
Business Enterprise, for nonpublic entities. The statement is retroactive to 
fiscal years beginning after December 15, 1976.
The suspension also applies to otherwise nonpublic entities with public 
participants such as mutual funds and cooperatives and to separate financial 
statements of nonpublic subsidiaries and to joint ventures.
In another matter, at its meeting, the board approved the release of the 
following two proposed interpretations of FASB Statement no. 13, Accounting for 
Leases, to the Financial Accounting Standards Advisory Council and the 
Screening Committee on Emerging Problems for written comments:
□  “Accounting for Purchase of a Leased Asset by the Lessee during the Term of 
the Lease: an Interpretation of Statement no. 13.”
□  “Accounting for Loss on a Sublease: an Interpretation of Statement no. 13.”
Copies of the statement are available at $1.50 each, as well as copies of the 
interpretations, from the FASB, High Ridge Park, Stamford, Conn. 06905.
Paul Kolton, chairman of the Financial Accounting Standards Advisory Council, 
recently announced the appointment of FASAC’s small business advisory 
committee. The group’s prime objective is to provide FASAC, and through it, 
the FASB, “with an understanding of the needs and perceptions of the small 
business community, and of the small-firm segment of the accounting profession.”
Chairing the committee is Carl A. Beck, president, Charles Beck Machine 
Corp. Other members include: Samuel A. Derieux, partner, Derieux, Baker, 
Thompson & Whitt; Lewis D. Gilbert, investor and publisher; Frederick C. R. 
Hindmarsh, vice president, Union Trust Company of Maryland; Jeffrey Sachs, 
president, DRAF Tool Company, Inc.; and Charles A. Werner, assistant national 
managing partner — client services, Alexander Grant & Company.
In another matter, William D. Sprague has been appointed executive director 
of FASAC. Sprague is a retired partner of Arthur Andersen & Co.
In a decision which may broaden public accounting firms’ legal liability, a federal 
appeals court recently ruled that a brokerage firm’s clients have the right to 
sue an accounting firm for preparing assertedly false and misleading audit reports 
of the securities broker. In a 2 to 1 decision, the U.S. Court of Appeals for the 
Second Circuit ruled that Touche Ross & Co. could be sued for its auditing 
of Weis Securities Inc., a defunct brokerage firm.
The court ruled that accountants who prepare misleading reports on state­
ments of a broker’s financial affairs could be sued under Section 17 of the 
Securities Exchange Act of 1934, which requires audits of brokers.
Richard H. Murray, Touche Ross general counsel, said “it is quite likely we 
will appeal” to the Supreme Court. He stressed that the firm denied any 
wrongdoing in the Weis case.
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Last month, the AICPA’s federal tax division submitted a formal statement on the 
President’s 1978 tax program to the House Committee on Ways and Means. 
Subsequently, action has been taken in some areas by the committee.
The division’s statement supports ‘‘a substantial reduction” in personal 
income taxes to offset the effects of inflation and higher social security levies, but 
expresses concern on “what seems to be an accelerating pace of tax law changes.” 
The division also agrees with certain proposals made by the President and 
opposes other recommendations. For example, it opposes combining medical 
and casualty losses, allowing them to be deductible only when they exceed 10 
percent of adjusted gross income. The division prefers medical and drug 
expenses as a deduction over three percent of adjusted gross income and keeping 
casualty losses deductible after the first $100 on each casualty loss.
Other recommendations include support for the current regulation on long­
term capital gains, eliminating a minimum tax on capital gain when selling 
a home, and maintaining legitimate business entertainment as a deductible 
expense.
In January 1978, the survey task force of the AICPA’s statistical sampling 
subcommittee mailed a questionnaire to approximately 1,000 CPA firms. The 
sample included all firms known to be auditing public companies and 250 other 
randomly selected firms. The survey was designed to discover how many firms 
use statistical sampling in their audit work.
Based on the response to that survey, a second survey was mailed last month 
to those firms identified as users of statistical sampling techniques. This survey 
was designed to determine how those techniques are used. Also, another 
survey was mailed to those firms which indicated they use nonstatistical 
sampling techniques.
The results of these surveys will assist the Institute’s subcommittee in 
considering standards that are responsive to the needs of practitioners. All 
responses will be confidential.
Those wishing to express an opinion on statistical sampling should write to 
Martin Hirst at the Institute’s auditing standards division.
The National Council on Governmental Accounting (NCGA) has issued for public 
comment an exposure draft on Grant Accounting and Reporting for State and 
Local Government Recipients. The draft is part of the proposed restatement of 
Governmental Accounting, Auditing and Financial Reporting (GAAFR) and 
has been issued separately to get specific comments on this issue.
The exposure draft is limited to accounting and reporting for grant trans­
actions in conformity with generally accepted accounting principles. It describes 
the appropriate fund(s) to use, the basis for accounting, revenue recognition 
criteria and financial reporting presentations for grant transactions. In proprie­
tary (enterprise and internal service) fund operating statements, operating 
grants would be reported as “operating” revenues; capital grants would be “non­
operating.” Revenues from capital grants, however, would be closed to a 
contributed equity account.
Comments on the draft are due by July 15. Single copies may be obtained free 
(until July 15) from the NCGA, 180 N. Michigan Avenue, Chicago, Ill. 60601.
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Quality Control 
Document Review 
for CPA Firms 
Offered
MAP Conferences 
Set for Summer
AICPA Appoints 
Hayes to IASC
Library Adds 
Microfiche Service
The Institute is now ready to review and comment on documented systems of 
quality control submitted by CPA firms. The review will be confidential and 
performed by Institute staff under the direction of the quality control standards 
committee. The minimum fee for a document is $150.
This service is being provided as a consulting review under the Voluntary 
Quality Control Review Program for CPA Firms. It is not a part of the peer 
review program of the division for firms and is not intended to provide assurance 
that the requirements of that program will be met. Nevertheless, participants 
in the division may find the service helpful in preparing for a peer review.
Details of the conditions of these reviews may be obtained by contacting the 
quality control review division, M. W. Wishnack 212/575-6291.
The AICPA’s fifth annual series of practice management conferences has been 
scheduled for this summer and fall. Organized and presented by the management 
of an accounting practice committee, four different two-day presentations 
will be held. The objective is to analyze key problems of practice management 
and provide CPA practitioners with techniques and procedures that will lead 
to greater efficiency and successful growth. The sessions will be conducted in 
cooperation with the state societies where the conferences are scheduled.
The subjects and dates are as follows:
□  Firm Management and Administration: Las Vegas, July 31-August 1.
□  People Management: Las Vegas, August 3-4.
□  Practice Growth and Development: Cambridge, Mass., September 28-29.
□  Partnerships and Professional Corporations: Atlanta, November 2-3.
Much of the material for these sessions will follow the Management of an 
Accounting Practice Handbook, which includes the 1977 Supplement. This 
500-page supplement is still available at $25 ($20 to AICPA members) from the 
Institute’s order department. It covers such subjects as establishing branch 
offices, library organization, protection against malpractice financial losses, client 
evaluation, computerized scheduling and training of a successor.
For further information, contact Barry Kuchinsky at the Institute. Brochures 
will be mailed to all partners and individual practitioners about May 31.
The AICPA has appointed Donald J. Hayes, national director of accounting 
standards for Arthur Young & Company, as a representative on the nine-nation 
board of the International Accounting Standards Committee (IASC) effective 
next month. One of two U.S. representatives, Mr. Hayes will succeed Joseph P. 
Cummings, deputy senior partner of Peat, Marwick, Mitchell & Co., who is 
now serving as chairman of the group. Mr. Cummings is also the current AICPA 
vice-chairman.
Eugene J. Minahan, a Cocoa Beach, Florida, practitioner who acts as a 
consultant in international accounting, is the other representative who will share 
the delegate duties with Mr. Hayes.
The AICPA’s library now provides access to the annual reports of over 7,000 
companies. The new microfiche service covers annual rep6rts issued after 
January 1, 1977, by NYSE, AMEX and OTC companies.
The library has two microfiche readers for use by patrons, as well as facilities 
for reproduction of single pages (10¢ per page) and duplication of fiches 
(25¢ per fiche, $1 minimum).
For further information, contact the library’s reference service 
212/575-6322, or visit the library.
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for Industry 
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AcSEC to Defer 
Current Value 
Statement
Grants-in-Aid 
Awarded by AICPA
The Institute’s insurance companies committee has issued an exposure draft of a 
proposed statement of position on Accounting for Title Insurance Companies.
The draft proposes recommendations to the Financial Accounting Standards 
Board on accounting methods that the committee believes should be used in 
certain areas in which accounting alternatives exist for title insurance companies. 
Among the committee’s conclusions are the following:
□  Premiums should be recognized as being earned on the effective date of 
the policy.
□  Incurred losses, including losses incurred but not reported, should be recog­
nized in the financial statements on the effective date of the policy.
□  Title plants should be accounted for as assets with limited but generally 
indeterminate lives, and the costs of title plants should be amortized over a 
period not to exceed 40 years using the straight-line method of amortization.
Comments are due by June 30, 1978, and should be directed to David Roscetti 
of the Institute’s auditing standards division. A public hearing will be held 
at the Los Angeles Hyatt Regency on July 17. Those wishing to make presenta­
tions should submit outlines by June 30.
The AICPA’s continuing professional education catalog for 1978-79 identifies 
courses of special interest to CPAs in industry.
Although the catalog has been sent only to AICPA practice units, as reported 
in the March 13 Letter, copies are available from the CPE division for any 
member who wishes one. Members in industry, however, may obtain a list of 
“Courses of Interest to CPAs in Industry” by writing to Barry Kuchinsky of 
the Institute’s member relations division.
The accounting standards executive committee of the AICPA has deferred further 
consideration of its proposed statement of position on presentation and dis­
closure of supplementary current value information pending action by the 
Financial Accounting Standards Board on these issues. The FASB has added this 
topic to its agenda and is expected to reach some conclusions this fall.
The accounting standards division had issued an exposure draft of its 
proposed statement of position last February with comments due by March 31.
It provided guidance on presentation and disclosure, but took no position as 
to whether entities should issue current value information.
Under the AICPA’s Grants-in-Aid for Doctoral Dissertations in Accounting
Program, the following grants were awarded for 1978-79:
□  Paul R. Brown, University of Texas at Austin, $4,500. Research topic:
An Analysis of Select Input Bases of the FASB Within a Social Choice 
Context.
□  Barney R. Cargile, University of Missouri, Columbia, $4,950. Research topic: 
The Use of Social Responsibility Information in the Investment Decision 
Making Process: An Empirical Examination.
□  Toby Director, Georgia State University, $5,400. Research topic: Publicly 
Published Forecasts — An Interdisciplinary Analysis and Proposal for Action.
□  Robert Fonfeder, Baruch College of City University of New York, $5,500. 
Research topic: An Empirical Inquiry into the Value of Limited Review 
of Quarterly Statements.
□  David E. Stout, University of Pittsburgh, $4,950. Research topic: An Investi­
gation into Some Selected Effects of Abolishing the Corporate Income Tax.
The total amount awarded was $25,300.
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AICPA Member On April 11 , 1977, Howard A. Pohrman of Portland, Oregon, was suspended from
Expelled membership in the Institute under the automatic disciplinary provisions of the
Institute’s bylaws pending the appeal of his conviction in a U.S. District Court of 
filing false individual income tax returns (see the Letter, June 13 , 1977). The 
appeal was recently dismissed and the conviction thus became final.
On April 5, 1978, Mr. Pohrman was notified that his membership in the 
Institute was terminated.
NOTICE OF AICPA PUBLIC MEETING
Professional Ethics
The AICPA’s professional ethics executive committee will hold an open meeting on May 24 
in Washington, D.C., at the Hay Adams Hotel from 9:00 a.m. to 5:00 p.m. The tentative agenda 
and status are as follows:
May 24 — a.m.
Consideration of proposed drafts for exposure —
□  Ethics Rule 401, Encroachment. Consider modification so Rule 401 will not conflict with new 
Rule 502 on solicitation and advertising.
□  Ethics Interpretation 401-1, Relations with clients also served by other public accountants. 
Replacement of existing interpretation.
□  Ethics Interpretation 401-2, Reliance on work of others. Modification of existing interpretation.
□  Ethics Interpretation 401-3, Referral from another public accountant.
□  Ethics Interpretation 401-3, Effect of new Rule 502. Consider for withdrawal.
□  Ethics Interpretation 501-2, Discriminatory employment practices.
□  Ethics Ruling under Rule 502, Action necessary to be placed on Request for Proposals Lists 
of governmental units.
□  Ethics Ruling under Rule 502, Meaning of a “communication tailored in content to a specific 
potential client” in Interpretation 502-3.
Consider suspension of various Ethics Interpretations and Rulings to remove conflicts with new 
Rule 502 and new Rule 504.
May 24 — p.m.
Consideration of exposed drafts for publication —
□  Ethics Interpretation under Rule 502, Newsletters and publications prepared by others.
□  Ethics Ruling under Rule 502, Client announcement of availability of members report on 
internal control of service center.
□  Ethics Ruling under Rule 301, Confidentiality of names of clients.
Consideration of proposed drafts for exposure —
□  Ethics Interpretation 101-7, Application of Rule 101 to professional employees.
□  Ethics Ruling under Rule 101, Financial interest in enterprise sponsor and employee benefit 
plans.
□  Ethics Interpretation 101-1, “Directors” revisions to define characteristics of “honorary 
directors.”
□  Ethics Ruling under Rule 101, Participation of member’s spouse in the stock ownership plan of 
client.
Consideration of exposed interpretation under Rule 101, Business relationship with clients. 
(Discussion of whether the exposed draft should be modified or withdrawn.)
The next meeting of the committee is scheduled to be held on August 23-25 in San Francisco.
Changes from this notice will be reported by the meetings information telephone service.
The number is 212/575-5694 .
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Washington Briefs The Securities and Exchange Commission has adopted amendments expanding the 
availability of the short form for the registration of securities. The amendments 
(Rel. 33-5923) allow short form S-16 registration for securities offered to the 
public for cash by certain companies when data about the issuer is widely dis­
seminated and to existing stockholders through either rights offering or dividend 
or interest reinvestment plans.
In Frank Lyon v. U.S., the U.S. Supreme Court held that a sale and leaseback 
transaction entered into by a bank and lending institution that financed the con­
struction was not a sham despite the fact that the rent payable by the lessee 
equalled the principal and interest payable by the lessor to the lending institution 
to amortize the loan.
The IRS has issued temporary regulations on information returns for carry-over 
basis property. The rules give executors of estates of decedents who died after 
December 31, 1976, guidance on complying with changes made by the Tax 
Reform Act of 1976. 
The General Accounting Office has issued a publication, Illustrative Accounting 
Procedures for Federal Agencies, providing guidelines for accounting for 
automated data processing costs. Included in the report are sections identifying 
ADP activities and significant cost elements. Copies of the booklet (5/N FGMS- 
78-19) are available from the GAO Reports Department, Washington, D.C. 20548.
The General Services Administration has issued Temporary Regulation 44 
of the Federal Procurement Regulations to implement regulation changes by the 
Cost Accounting Standards Board. The interim rule provides for the appli­
cation of CASB rules, regulations and standards to negotiated defense and 
nondefense contracts of the civilian federal agencies.
The Audit Survey: A Key Step in Auditing Government Programs is the title of a 
GAO booklet aimed at answering questions concerning what audit surveys 
are and how they are performed. Sections include a typical audit survey ap­
proach, information needs and ways to obtain additional data. Copies of the 
booklet (S/N 020-000-00158-5) are available for $1.10 each from the Government 
Printing Office, Washington, D.C. 20402.
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The AICPA’s board of directors and council met in Boca Raton earlier this month. 
Among their other actions, two key proposals were adopted. The first was an 
implementing resolution, following the bylaw revision approved by the 
membership, authorizing three public members to serve on the board of directors. 
The second was approval of a report which proposed restructuring the auditing 
standards executive committee. See following stories.
Among the actions taken by the AICPA’s board of directors at its meeting in 
Boca Raton, Florida, on May 5-6 were the following:
□  Received a report on the regional council meetings held in March.
□  With the adoption of the bylaw change, the board discussed the types of 
persons that might serve as the three public members of the board. These 
included university presidents, bankers, economists, financial analysts, law 
school deans, industrialists and former government officials. Compensation 
for these members was set at $12,000 per year for an estimated 12-15 days of 
service, with $1,000 per day for each day in excess of 15. The nominating 
committee will propose candidates for council consideration.
□  Approved for submission to the fall meeting of council a report of the educa­
tion executive committee which clarifies in one document the current 
Institute policy on accounting education. The report reflects developments 
since the adoption of the Beamer report in 1969.
□  Approved names of candidates for the fifth member of the public oversight 
board of the SEC practice section of the division for firms. An appointment is 
expected soon.
□  Approved several changes in the operating procedures of the SEC practice 
section as adopted by the section’s executive committee. Among them are
1. Language to make it clear that membership in the section does not confer 
any rights or privileges of membership in the Institute.
2. Language to make it clear that firms with non-CPA partners may join.
3. Clarification of continuing professional education requirements.
4. A provision that when a representative of a firm with 30 or more SEC 
clients is added to the executive committee, a representative of a firm 
with less than 30 SEC clients will also be added. This will increase the 
proportion of smaller firms on the committee as new additions are made.
5. Elimination of involvement of the executive committee in the appoint­
ment of the public oversight board.
□  Agreed to monitor pressures on state boards of accountancy regarding their 
policies on granting reciprocal certificates to foreign accountants and to offer 
assistance to California in this respect.
□  Approved financial support, on a matching fund basis, to the Rhode Island 
Society of CPAs to help resist legislative attempts to provide for the continu­
ing licensing of public accountants.
□  Approved a draft of information to be sent to Senator Thomas Eagleton 
(D-Mo.) in response to his questionnaire to the Institute about progress 
towards certain recommendations in the Metcalf report (see April 24 Letter).
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Council Approves 
Restructuring of 
AudSEC
At its meeting on May 5-8, the AICPA’s council approved, with some modifica­
tions recommended by the board of directors, the report of the special committee 
to study the structure of the auditing standards executive committee (see March 
27 Letter). The committee, headed by Walter J. Oliphant, has proposed that the
21-member AudSEC be replaced by a volunteer 15-member auditing standards 
board. There would also be an advisory council on which anyone with the 
“capacity to make a contribution to the board’s work” may qualify to serve.
The modifications adopted by council are as follows:
□  The auditing standards board is to be comprised solely of AICPA members, 
including those not in public practice. The report had recommended that any 
person who has extensive experience in auditing should be eligible to serve.
□  The chief staff member of the strengthened staff serving the board will carry 
the title of vice-president—auditing, not executive director, as proposed.
□  Reimbursement of board members’ expenses will be made, upon request, 
under the present council policy that applies to all committees. Routine 
reimbursement had been suggested.
□  Because board appointees will be expected to devote substantial time to the 
board’s activities, compensation will be available, upon request, on a 
confidential basis. The standard amount of compensation will be determined 
by the board of directors. The report would have restricted such compen­
sation to those who devote at least 50 percent of their time to the board.
Council rejected a board of directors’ recommendation to reduce the size of 
the advisory council to 9 members from the 12 to 18 proposed in the report.
The report’s recommendations will be implemented in an orderly manner so 
as not to impair the ongoing auditing standards setting process.
Among other actions of council were the following:
□  Approved an implementing resolution to the bylaws to provide for three public 
members on the board of directors, as authorized by the membership in the 
recent referendum.
□  Approved a modification to the Institute’s state legislative policy, which 
eliminates references to the previous position that state boards of accountancy 
be composed exclusively of CPAs. The new policy takes no position on the 
composition of these boards.
□  Adopted several changes in the implementing sections of the bylaws affecting 
the operations of joint trial boards. These include increasing the terms of 
regional trial board chairmen and vice chairmen from one to three years and 
election of the chairman and vice chairman of the national review board by the 
joint trial board executive committee. In addition, administrative actions
by the ethics division will now be called administrative reprimands and will 
no longer be characterized in the council resolutions as discipline.
□  Appointed a nominating committee, chaired by Michael N. Chetkovich, to 
propose members for the executive committees of the division for firms.
In an address to council, SEC Chairman Harold Williams stated that the two 
most important issues facing the profession are the maintenance of independence 
and quality control, both of which could be achieved through self regulation.
He said that CPAs will have to satisfy both Congress and the public as to the 
appearance and reality on these issues. He reminded the group that the SEC 
has the authority to preserve audit independence and will exercise that authority 
if it believes the profession’s efforts are inadequate.
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The Institute’s auditing standards executive committee has issued an exposure 
draft of a proposed statement on auditing standards entitled Analytical Review 
Procedures. The draft provides guidance with respect to analytical review pro­
cedures applied in an examination made in accordance with generally accepted 
auditing standards.
The draft discusses the timing and objectives of these procedures, identifies 
the procedures that should be considered in evaluating financial data and pro­
vides several examples to illustrate factors the auditors should consider when 
planning and performing these procedures. However, the draft does not specify 
the extent to which the auditor’s reliance on substantive tests may be derived 
from tests of details of transactions and balances, from analytical review 
procedures or from any combination of both.
The proposed SAS provides that the auditor should investigate “fluctuations 
or unusual items identified by analytical review procedures” when he believes 
they are indicative of matters likely to have a significant effect on his exami­
nation. Comments are due by August 15, 1978.
Copies of the draft may be obtained from the Institute’s order department.
The Financial Accounting Standards Board has added a project on financial 
reporting concepts for governments and private institutions to its agenda. The 
project will determine broad objectives and basic financial reporting concepts for 
such nonbusiness enterprises as state and local governments, hospitals, colleges, 
health and welfare organizations and religious groups.
In line with this project, the board has released a lengthy research report, 
Financial Accounting in Nonbusiness Organizations: An Exploratory Study 
of Conceptual Issues. The study, prepared by Professor Robert N. Anthony of 
Harvard University Business School, “is an exploratory study of conceptual 
issues that need to be addressed if the FASB decides to put on its agenda an item 
relating to financial accounting in nonbusiness organizations.”
Copies of the study are available for $5 each from the Publications Division, 
FASB, High Ridge Park, Stamford, Conn. 06905.
A discussion memorandum on certain issues in the study and public hearings 
are expected in the near future.
The Financial Accounting Standards Board represents a last clear opportunity to 
retain standard setting in the private sector, Paul Kolton, chairman of the 
Financial Accounting Standards Advisory Council, said recently.
Speaking at the 1978 Accounting Conference of the New York State Society 
of CPAs, Kolton said that despite the FASB’s significant progress in implementing 
major changes, “there is no assurance that standard setting in the private sector 
will not continue to be questioned — and challenged.” In meeting these chal­
lenges, the FASB and the FASAC recognize the need to obtain the widest possible 
range of reactions and interaction with the diverse interests involved, he added.
The AICPA’s Timesharing Users Conference will be held September 11-12 at the 
Marriott Motor Hotel in St. Louis. The one-and-a-half day conference will bring 
timesharing users up-to-date with current developments in the field. Among 
others, sessions will include timesharing in tax practice; effective use of time­
sharing for your clients; effective use of data bases; forecasting and modeling; 
and estate planning.
Registration is $125. Advance programs will be available in July. In the 
meantime, contact Alan Frotman at the AICPA for further information.
Government Audit 
Group Issues Two 
Statements
Recent AICPA 
Publications
No Penalty for 
Failing to List SS 
Number, Says IRS
The National Intergovernmental Audit Forum, a membership group of federal, 
state and local government audit directors, recently approved two statements of 
position. The first paper on CPA Qualifying Experience states that the Inter­
governmental Audit Forums encourage and endorse the following:
□  Adoption of state legislation and administrative regulations that will provide 
for equal treatment for government experience.
□  Appointment of government auditors to state boards of accountancy.
□  The efforts of other organizations to eliminate the equity problem of CPA 
qualifying experience.
In those states where experience requirements exist, the statement urges that 
equivalent experience in governmental audit organizations be considered equal 
to that obtained with public accounting firms.
The other statement on Recommended Standard Opinion Language for 
Audits of Grant Costs deals with opinion statements to be used for audits of grant 
costs on federally assisted programs. It contains recommended language to be 
used in these opinion statements.
For further information, contact the Forum, Room 6134, 441 G Street, N.W., 
Washington, D.C. 20548 (202/275-5200).
A Tax Guide for Incorporating a Closely Held Business (Study in Federal 
Taxation no. 1) — This book is designed basically as a practical guide to the 
federal income factors relating to incorporating a closely held, going business. 
Price is $12; $9.60 to members.
Two Year Bound Volumes CPA Examination (May 1976-November 1977) — These 
volumes comprise the questions and answers for these examinations. Each is 
$4.50; $3.60 to members.
These publications are available from the Institute’s order department.
Voluntary Quality Control Review Program for CPA Firms — This publication 
contains the following:
□  The original program, as approved by Council in October 1976.
□  Quality Control Policies and Procedures for Participating CPA Firms, which 
supersedes Appendixes A and B originally presented with the program.
□  Performing and Reporting on Quality Control Compliance Reviews.
This program is designed solely to serve CPA firms which are not members of 
the AICPA-sponsored division for firms. The publication is being mailed later 
this month to all practice units. For further information, contact the Institute’s 
quality control review department (212/575-6650).
A survey taken of local and regional firms to determine management advisory 
services provided and preferences for CPE courses has been issued. The survey is 
based on responses from 50 firms participating in the 1977 National MAS 
Conference.
Copies are available from the Institute’s MAS division.
The Internal Revenue Service said recently that it will not penalize tax return 
preparers for failing to provide social security numbers on federal tax returns on 
claims for refunds filed by June 30, 1978. In Information Release 1987, the IRS 
also said it will continue to penalize tax return preparers who fail to sign returns 
and include employer identification numbers.
The IRS will adjust accounts for employers already billed for failing to 
provide employees’ social security numbers and automatically refund penalty 
amounts already paid.
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Extensive new disclosure rules for international corporations are slated to be 
considered at a meeting of the United Nations’ Commission on Transnational 
Corporations, which began May 16 in Vienna. The commission is discussing a 
possible code of conduct for transnational companies.
The proposals, dealing with both financial reporting and disclosure in such 
areas as labor practices, environmental policies, organizational structure and 
investment programs, aim “to improve the availability and comparability of 
information” in the general purpose reports of transnational corporations.
John Hepworth of Melbourne, Australia, will become chairman of the Inter­
national Accounting Standards Committee as of July 1. Hepworth, a partner of 
Yarwood Vane & Co., succeeds Joseph P. Cummings, deputy senior partner of 
Peat, Marwick, Mitchell & Co. Cummings, currently vice-chairman of the Institute, 
is slated to become its chairman at the AICPA’s annual meeting in October.
Louis W. Matusiak, CPA, has been appointed executive director of the recently 
formed public oversight board, which will monitor the activities of the SEC 
practice section of the division for firms and report publicly on its operations. 
Prior to his appointment, Mr. Matusiak had been a partner in Alexander Grant 
& Company for 13 years. Previously, he had been the AICPA’s first director of 
professional development (now the continuing professional education division).
The board’s address is Suite 3130, AMAX Building, 1270 Avenue of the 
Americas, New York, N.Y. 10020. The telephone number is 212/765-4628.
Confidence in the accounting profession is high among people working closely 
with CPAs, according to a recent study. Three-quarters of the corporate financial 
officers surveyed indicated they have “a great deal of confidence” in the pro­
fession, with virtually all the others expressing “some confidence.” Also, more 
than half the company officials indicated no change in the degree of confidence 
in the profession over the last five years.
The study, sponsored by Deloitte Haskins & Sells, was conducted by Reichman 
Research, Inc., of New York City.
NOTICE OF AICPA PUBLIC MEETING
Management Advisory Services
The AICPA’s MAS executive committee will hold an open meeting on June 13 at the O’Hare 
Hilton Hotel in Chicago, starting at 9:30 a.m. and ending by noon. The tentative agenda and 
status are as follows:
□  Conference on University Education for Management Consulting. (Report of Task Force.)
□  Joint Subcommittee Meetings, May 1. (Report of Task Force.)
□  State MAS Chairmen Conference, May 2. (Report of Task Force.)
□  National MAS Training Program, June 11-16. (Report of Task Force.)
□  National MAS Conference, September 20-21. (Report of Task Force.)
□  MAS CPE Survey. (Report of Task Force.)
□  Technical Standards Authority under Rule 204. (Preliminary Discussion.)
Changes from this notice will be reported by the meetings information telephone service.
The number is 212/575-5694.
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Washington Briefs The nation’s largest corporations are linked together by “an extraordinary pattern 
of concentration” among directors serving on one another’s boards of directors 
or who serve together on boards of a third company, according to a recent 
study by a Senate Governmental Affairs Subcommittee. The study urges that 
interlocking directorships between corporations with more than $1 billion in 
assets be banned. Copies of the report, Interlocking Directorates Among the Major 
U.S. Corporations, (052-070-04484-5) are available for $6.75 each from the 
Government Printing Office, Washington, D.C. 20402.
The Federal Trade Commission has urged the Securities and Exchange Com­
mission not to adopt FASB Statement no. 19, which requires use of the 
“successful efforts” method for accounting in the oil and gas industry. In a 
memorandum to the SEC, the FTC said the statement would result in “unneces­
sary competitive harm” to smaller independent companies in exploring for 
new reserves.
A bill has been introduced “to eliminate unnecessary duplication of efforts by 
actuaries and accountants under ERISA’s annual reporting requirements.”
The bill (S. 3107), sponsored by Senators Harrison A. Williams, Jr. (D-N.J.) and 
Jacob K. Javits (R-N.Y.), would require an accountant to rely on the correctness 
of any actuarial matter certified to by an enrolled actuary, and an enrolled 
actuary would be required to rely on the opinion of a qualified public accountant 
on an accounting matter.
The Institute’s federal tax division has submitted comments on the IRS’ proposal 
concerning the tax treatment of deferred compensation of employees (see 
February 27 Letter). Essentially, the comments urge withdrawal and further study 
of the issue. One free copy of the document (11-1) is available until June 30 from 
the Institute’s office, 1620 Eye Street, N.W., Washington, D.C. 20006.
Planning and Goal Setting for Small Business is the title of a recent SBA 
pamphlet aimed at small manufacturers for use in planning and goal setting by 
owner-managers. Copies of the publication (Management Aid 233) are available 
free from SBA field offices.
The office of Management and Budget has issued the Association of Government 
Accountants’ publication, Review Guide for Grantees’ Financial Management 
Systems. The guide covers grantees’ accounting, budgeting, procurement and 
property systems. Copies of the guide (041-001-00162-0) are available for $1.30 
from the GPO, Washington, D.C. 20402.
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Little Tax Legislation 
Expected this Year
AICPA Opposes 
IRS Single-Level 
Appeal Plan
National CPE 
Conference for 
Firms Set
The CPA Letter
A Semimonthly News Report Published by the AICPA
Two congressional tax experts have predicted that virtually no tax legislation will 
be passed this year except for a rate cut and a credit for college expenses.
This prediction was made by Senator Robert Packwood (R-Ore.) and 
Representative Sam Gibbons (D-Fla.) at the AICPA’s tax division conference in 
May. Neither would estimate the size of the tax cut that may be adopted, but 
Congressman Gibbons expects the Steiger amendment rolling back capital gains 
taxes to 1969 levels will pass, but will be vetoed by the president.
Both legislators see serious deficiencies in the present tax laws. Congressman 
Gibbons listed the increase in the Social Security tax base, the need for tax 
simplification, heavy taxation of incomes earned by Americans abroad and 
distortion caused by inflation. Senator Packwood cited basic disagreement over 
the question of using the tax code to achieve social goals other than revenue 
raising. Neither, however, expects action on these matters this year.
Among the other speakers was Singleton B. Wolfe, assistant commissioner, 
compliance, IRS, who discussed the proposal for a single-level of appeal with­
in the IRS (see April 24 Letter). This plan would merge the District Conference 
and Regional Appellate Division into a single function under the Appellate 
Division. He cited an IRS study that claims the merger would eliminate wasteful 
duplication of services and provide for quicker resolution of tax controversies.
The AICPA’s tax division voted at its conference last month to take issue with 
the IRS plan to merge the two current levels of administrative appeal.
The division believes that savings would be illusory because appeal services 
would still be available to taxpayers at all current locations, and the Appellate 
Division would have to hire and train additional supervisory staff.
In addition, according to the division, the proposed system would pressure 
the taxpayer to engage additional professional counsel for his IRS hearings as the 
next step in the appeal process would be the Tax Court.
At present, the division points out, 70 to 80 percent of taxpayer appeals are 
resolved in informal procedures with IRS district conferees. A single-level 
system would reduce opportunities for settlement of tax disputes without 
litigation, says the AICPA group.
The AICPA’s continuing professional education division and the education 
materials exchange subcommittee will hold a two-day conference later this year 
on planning, developing and monitoring CPE programs for firms of all sizes. The 
National CPE Conference for Firms is scheduled for September 26-27 at 
St. Louis’ Chase-Park Hotel.
Geared to CPE planners within firms, the program will offer opportunities 
for exchange of ideas and information as well as provide workshop sessions on 
the nuts and bolts of implementing a CPE program. Representatives of more than 
a dozen CPA firms and two universities will serve as discussion leaders.
Price is $150. For further information, contact the marketing department of 
the Institute’s CPE division at 212/575-6230.
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CASB Issues Draft 
on Cost of Money 
as Facilities Cost
The Cost Accounting Standards Board has issued for public comments a research 
draft on the cost of money as an element of the cost of facilities capital related 
to assets not yet in service. Two approaches are being considered:
□  Capitalize the cost of money related to such investment as an element of the 
acquisition cost of constructed assets.
□  Allocate the proposed additional cost of money among the cost objectives of 
the current period. This approach would amend CAS 414, Cost of Money as 
an Element of the Cost of Facilities Capital.
Comments are due by August 7. Copies of the draft may be obtained from 
the CASB, 441 G Street N.W., Washington, D.C. 20548.
On another matter, the board has circulated a revised version of a proposed 
Standard 416, Accounting for Insurance Costs (see October 24 , 1977 Letter). It 
sets criteria for measuring insurance costs, the assignment of such costs to cost 
accounting periods and the allocation of insurance costs to cost objectives. The 
revision minimizes or eliminates the administrative costs that some of the 
commentators on the first draft had envisioned.
Comments are due by June 30.
Bankers Back 
Historical Cost 
Accounting
The Inter-Association Committee on Bank Accounting has concluded that the 
present basis of bank reporting (historical cost) should be retained because “it 
provides more relevant, more comparable and more understandable information 
for assessing a bank’s earning power than the alternative approaches under 
consideration.”
The committee, which is comprised of representatives of five banking 
associations, reached its conclusion on the basis of its study of the impact on 
commercial banks of the issues raised in the FASB’s Conceptual Framework of 
Financial Accounting and Reporting. Here are some other conclusions:
□  General purchasing power information is neither necessary nor desirable for 
the presentation of bank financial statements or as supplemental data.
□  The capital maintenance concept appropriate for bank accounting and report­
ing is financial capital in units of money.
□  The committee does not believe that demand and savings deposits can be 
revalued. If any consideration is given to the use of current values in financial 
statements or as supplemental data, then this deposit question must be 
addressed.
Susan P. Rowe has been selected as the 1978 recipient of the John L. Carey 
Scholarship, the first woman to receive this award. Named after the former 
AICPA executive vice president, the $3,000 scholarship is presented to a Yale 
University senior intending to do graduate work in accounting and work toward 
a career in professional accounting.
While at Yale, Rowe majored in administrative sciences and received a 
special commendation from the School of Organization and Management for 
work of excellence in the study of individual behavior in organizational settings. 
She will be joining the staff of Coopers & Lybrand in conjunction with her 
participation in the Master of Science in Accounting Program at New York 
University’s Graduate School of Business Administration.
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FASB Issues 
Memorandum on 
Interim Reporting
FASB Announces 
Review Program
Computer 
Conference Covers 
Panorama 
of Subjects
Accounting and 
Review Services 
Extends Comment 
Period
The Financial Accounting Standards Board has issued a discussion memorandum 
that sets forth and analyzes two alternatives in determining interim period net 
income. The memorandum, which states no conclusions, will serve as a basis 
for a public hearing in New York on September 2 6 , 1978.
The memorandum explores two basic approaches: the “integral” and the 
“discrete.” In general, the integral approach views quarterly expenses as part of 
the full year’s expenses and thus they are to be allocated over the four quarters 
on some particular basis. In contrast, under the discrete view, a year and its parts 
are viewed as discrete periods for which financial results are reported.
Anyone wishing to make an oral presentation at the hearing should notify 
the FASB’s director of research and technical activities by September 8. Written 
comments, position papers and outlines of proposed presentations must also 
be received by the board on or before that date. Copies of the discussion 
memorandum (up to five) are available free until September 26 from the Publica­
tions Division, FASB, High Ridge Park, Stamford, Conn. 06905.
The Financial Accounting Standards Board has established a formal review 
procedure for statements that have been in effect for at least two years. The initial 
reviews will cover Statements nos. 1-12. Comments should be submitted by 
August 15. Public hearings may be scheduled later.
The Financial Accounting Standards Board also announced that single copies 
of the research report, Financial Accounting in Nonbusiness Organizations: An 
Exploratory Study of Conceptual Issues, are free, upon request. The study, 
prepared by Robert N. Anthony of Harvard University Business School, may 
serve as a basis for a discussion memorandum for future public hearings.
Write the FASB’s Publications Division. Additional copies are $5.00 each.
The 14th Annual AICPA Computer Services Conference, held in Atlanta, May
22-25, covered a wide range of subjects designed to be of practical value to those 
currently involved in or those planning to be involved in EDP.
New this year were five study paths geared to individual needs and experi­
ence. The five tracks included courses in the following areas: basic computer 
auditing, advanced computer auditing, practice management, industry applications 
and general topics in EDP. Most of the three-and-one-half-day conference was 
devoted to these “how to” sessions, with considerable participation by the more 
than 500 CPAs attending.
The program also included speakers from within and without the profession 
such as F. G. Rodgers, vice-president for marketing, IBM Corporation; Wallace L. 
Timmeny, deputy director of enforcement, Securities and Exchange Commission; 
and Gene Burns, operations manager, WKIS Radio. J. Burt Totaro, vice president, 
Datapro Research Corporation, reviewed the state of the art in information 
processing. AICPA President Wallace E. Olson also spoke of the current situation 
in Washington, D.C., as it relates to the profession.
The accounting and review services committee of the AICPA has decided to 
accept comments on its exposure draft, Compilation and Review of Financial 
Statements, until August 31 (see February 13 Letter). The extension of the 
comment period has been made at the request of several state societies and 
recognizes the high degree of member interest in the exposure draft.
However, according to William R. Gregory, the committee chairman, the 
committee would like to adhere to its original timetable, if possible, and 
encourages members to respond by the original due date of June 30.
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Sunset May Cast 
Light, Conclude 
Conference 
Participants
Accounting Library 
List Available
SOP on Accounting 
for REITS Issued
State sunset reviews of licensing agencies can be viewed as an opportunity to 
improve state accountancy regulation in the public interest. This was the principal 
finding of 80 representatives from 42 states who attended the AICPA’s National 
Legislative Conference on Sunset Review in Chicago last month.
Keynote speaker, R. P. Van Daniker, associate professor of finance, Univer­
sity of Kentucky, said that such a review offered the profession an opportunity 
to strengthen an accountancy board’s enforcement mechanism and for providing 
it with the resources to prevent problems before they occur.
The cost-effectiveness of sunset reviews was discussed by Betsy Sherman, 
issues coordinator for Common Cause. She said that sunset was not necessarily 
intended to cut cost of government, but to increase its accountability and 
efficiency. She suggested that the high costs of initial reviews would decline 
when the audit staffs become more familiar with the process and the agencies 
involved.
During the same week as the Institute’s conference, related areas were 
discussed at the Second National Conference on Enforcement in Occupational 
and Professional Regulation. Designed for state regulatory officials, administra­
tors and attorneys general, the conference focused on new developments. The 
participants generally favored state umbrella agencies (similar to those in New 
York and Illinois), rather than independent boards, especially in terms of 
centralized investigations. They also cited possible conflicts when the licensed 
profession controls an autonomous board.
Reference was made to a booklet issued by the Council of State Governments, 
Occupational and Professional Regulation: Questions Legislators Should Ask.
It is available from the Council at Iron Works Pike, Lexington, Kentucky 40578.
At a recent meeting, the AICPA’s subcommittee on relations with educational 
institutions reviewed “1977 Accounting Library Lists” developed by the American 
Accounting Association’s committee on accounting library and recommended 
that its availability be announced.
The lists are designed as aids in surveying the literature available for 
accounting libraries and are not intended to be comprehensive. Four lists are 
provided in the document:
□  Professional accounting organizations.
□  Other publishers of accounting literature.
□  Periodicals in accounting.
□  A categorized sample of accounting publications.
Copies of the lists are available, free, from the AAA, 653 S. Orange Avenue, 
Sarasota, Florida 33577.
The Institute’s accounting standards division has issued a statement of position 
entitled Accounting Practices of Real Estate Investment Trusts. The SOP, which 
is essentially the same as the exposure draft issued late last year (see December 
26 Letter), was prepared for consideration by the FASB.
The statement would amend Statement of Position 75-2, Accounting Practices 
of Real Estate Investment Trusts, to conform the recommendations of that 
statement to certain provisions of Statement of Financial Accounting Standards 
no. 15, Accounting by Debtors and Creditors for Troubled Debt Restructurings, 
which was issued by the FASB in June, 1977.
Copies of the SOP are $1.50 each from the AICPA order department.
Also, Accounting by Hospitals for Certain Marketable Equity Securities, an 
SOP that would amend Chapter 2 of the AICPA Hospital Audit Guide (see 
February 27 Letter) is now available from the order department.
At the tenth anniversary dinner of the University of Hartford Center for the 
Study of Professional Accounting held last month, Wallace E. Olson, AICPA 
president, received the Center’s National Award for Distinguished Service.
Also, at the dinner, Beatrice Sanders, Institute manager of relations with 
educators, was presented with the Center’s Merit Award for “outstanding con­
tributions” to the Center and its accounting students.
On another matter, the New York metropolitan chapter of the EDP Auditors 
Association, Inc. has named Donald L. Adams, Institute managing director — 
administrative services — and director of computer services, as this year’s winner 
of the Joseph J. Wasserman Memorial Award. The award is to honor individuals 
making significant contributions to the EDP auditing profession.
NOTICE OF AICPA PUBLIC MEETINGS
Federal Government
The AICPA’s federal government executive committee will hold an open session of its June 29 meeting 
in San Francisco at the Downtown Hilton Hotel from 9:30 a.m. to noon. Tentative agenda and status follows:
□  Report of the chairman.
□  Pending legislation. (Status report.)
□  Federally Assisted Programs. (Report of subcommittee.)
□  Relations with the General Accounting Office. (Report of subcommittee.)
Accounting Standards
The accounting standards executive committee of the AICPA will hold an open meeting on June 27-29 
at the Institute’s New York Office starting at 9:00 a.m. each day. Tentative agenda and status follows:
June 27 - a.m.
□  Project Financing Arrangements. (Discussion of preliminary draft.)
June 27 - p.m.
□ Property and Liability Insurance Companies. (Consider draft for publication.)
□  Investments of Stock Life Insurance Companies. (Consider draft for exposure.)
June 28 - a.m.
□  Contract Accounting. (Discussion of preliminary draft.)
June 28 - p.m.
□  Contract Accounting. (Continuation.)
□  Termination Indemnities. (Discussion of preliminary draft.)
□  Comments on FASB Amendments and Interpretations. (Consider draft for publication.)
June 29 - a.m.
□ Comments of FASB Representatives.
□  Criteria for Rule 203 Exceptions. (Report of task force.)
June 29 - p.m.
□ Changes in Accounting Estimates. (Discussion of preliminary draft.)
The next meeting of the committee is scheduled for August 8-10 in Seattle.
Auditing Standards
An open meeting of the AICPA’s auditing standards executive committee will be held at the 
Waldorf Astoria Hotel in New York on June 28-29. Meetings start at 9:00 a.m. Tentative agenda and 
status follows:
June 28 - a.m.
□ Oil and Gas Reserve Data. (Discussion of point outline.)
June 28 - p.m.
□  Financial Forecasts. (Discussion of preliminary draft.)
June 29 - a.m.
□  Reconsideration of SAS nos. 10 and 13. (Discussion of point outline.)
□  Reconsideration of Sections 516 and 517 of SAS no. 1. (Preliminary discussion of subject.)
June 29 - a.m.
□ Auditors’ Reports. (Discussion of point outline.)
□  Communication Between Auditors. (Consider draft for exposure.)
The next scheduled meeting of the committee is August 1-3 in Denver.
Changes from these notices will be reported by the meetings information telephone service. The
number is 212/575-5694.
Olson; Two Other 
Staffers Honored
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Washington Briefs The Securities and Exchange Commission has decided to drop its proposal to 
have publicly-held companies disclose the reasons for changing independent 
auditors. Instead, said the SEC, companies would be required to state whether 
auditor changes were approved or disapproved by their audit committees, or, in 
the absence of an audit committee, by their boards of directors.
The Internal Revenue Service has decided against imposing the LIFO method of 
inventory accounting on foreign parent companies. According to IR-1999, the 
IRS concluded it was “inappropriate to impose the LIFO method of inventory 
valuation upon a foreign parent corporation” and hence reversed a previous 
ruling.
The IRS has issued proposed rules on the deduction limitation on contributions 
to defined benefit pension plans. The rules, which are geared to conform the 
regulations with changes made by ERISA, deal primarily with the 10-year amorti­
zation of pension plan costs. Comments are due by July 18.
The IRS also issued a proposed rule that would implement the Combined Annual 
Wage Reporting System. Under this system, employers will no longer be required 
to specify the employment tax data for each employee on Schedule A of Forms 
941 and 943. In effect, this would eliminate the need to file quarterly reports 
since the required data would be included on Form W-2 which would be filed with 
the Social Security Administration. Comments are due by July 7.
Congressman John E. Moss (D-Cal.), chairman of the House Subcommittee on 
Oversight and Investigations, will be the keynote speaker at the Association of 
Government Accountants’ 27th annual national symposium to be held in San 
Francisco June 26-28. In addition, there will be some 39 workshops covering 
auditing, accounting and financial management issues. For further information, 
call 703/684-6931.
Investment Tax Credit: Unresolved Issues is the title of a recent General 
Accounting Office report based on the review of studies of the investment tax 
credit and how changes in its application could affect long-term goals of economic 
growth and capital formation. Copies of the report (PAD-78-40) are available 
for $1 each from the GAO Reports Department, Washington, D.C. 20548.
Also available through the General Accounting Office is an updated list of 
current reports. The pamphlet lists publications by subject and includes order 
numbers and other information. Copies of the list, General Accounting Office 
Publications, may be obtained by contacting the GAO.
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The CPA Letter
Moss Regulatory 
Bill is in the Hopper
Two SOPs 
Approved on Real 
Estate Operations
FASB Issues 
Nonbusiness 
Accounting 
Memorandum
A Semimonthly News Report Published by the AICPA
On June 16, House Bill 13175, entitled the “Public Accounting Regulatory Act,” 
was introduced by Congressman John E. Moss (D-Calif.).
The bill, patterned after the law creating the National Association of Security 
Dealers, would establish a National Organization of Securities and Exchange 
Commission Accountancy (NOSECA). All independent public accounting firms 
and their principals would be required to register with the new organization in 
order to furnish audit reports on financial statements filed with the SEC. Other 
firms could register voluntarily. Registrants would have periodic mandatory 
quality reviews of compliance with generally accepted accounting and auditing 
standards and be subject to a variety of sanctions.
Congressman Moss had signalled his intent earlier in the month with a 
blistering attack on the profession’s self-regulatory efforts before the Machinery 
and Allied Products Institute Conference. He was also critical of the SEC’s 
“ reluctance to use its discretionary authority in regulating accountants.”
A roundup of the current situation, including more details on the Moss 
proposals, has been sent to the membership by Messrs. Scott, Cummings and 
Olson. All members are urged to read the letter carefully, for, as it states, “it is 
not an exaggeration to state that the entire future of a unified profession and the 
viability of the AICPA are at stake.”
The Institute’s accounting standards division has approved two statements of 
position dealing with accounting for real estate operations. The SOPs were 
prepared for consideration by the Financial Accounting Standards Board.
□  SOP 78-3, Accounting for Costs to Sell and Rent, and Initial Rental Operations 
of, Real Estate Projects, presents the division’s recommendations on ac­
counting for costs to sell and costs to rent real estate projects during the 
selling or renting phase. Also, recommendations are included as to accounting 
for costs and revenues during the initial operating period of a rental project.
□  SOP 78-4, Application of the Deposit, Installment, and Cost Recovery Methods 
in Accounting for Sales of Real Estate, presents the division’s recommenda­
tions on the application of these methods, as described in the AICPA 
Industry Accounting Guide, Accounting for Profit Recognition on Sales of 
Real Estate.
Copies of the SOPs will be available in early July from the Institute’s order 
department.
The Financial Accounting Standards Board has issued a discussion memorandum 
on an analysis of issues related to the objectives of financial reporting by non­
business organizations. It is based on the report by Robert N. Anthony (see 
the May 22 Letter). The memorandum focuses on certain issues in the report and 
amplifies certain aspects of those issues. The memorandum will serve as a basis 
for public hearings to be starting on October 12 in Washington, D.C.,
October 19 in San Francisco and November 3 in Chicago. Single copies are 
available free from the FASB, High Ridge Park, Stamford, Conn. 06905.
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FASB Rebuts Oil 
Accounting Critics
In a paper filed with the SEC, the Financial Accounting Standards Board has 
taken issue with assertions that the imposition of a single “ successful efforts” 
accounting method would prevent some smaller independent oil and gas 
companies from raising capital, thereby causing cutbacks in their exploration 
programs. These claims were made during hearings held by the SEC on FASB 
Statement no. 19 during the past few months.
The FASB reported on a staff analysis of disclosures about the impact of 
Statement no. 19 that 294 publicly held companies have been required to make in 
conformity with SEC Staff Accounting Bulletin no. 16. Some conclusions:
□  Only one of the companies stated that Statement no. 19 “could” impair its 
ability to obtain future capital.
□  Four companies indicated that the statement might or would affect explora­
tion plans.
□  About 92 percent said it would not have a significant effect on future 
dividend policies and 94 percent said the statement would not have a signi­
ficant impact on their ability to comply with covenants in existing debt and 
other agreements.
□  Successful efforts accounting would have less than a 10 percent impact on the 
reported earnings of 50 percent of the full cost companies which represent 
about half the total.
Another FASB study reported that 61 percent of publicly owned U.S. 
producers with less than $10 million revenue use the successful efforts method.
Among the reasons the SEC should support Statement no. 19, the board 
said, is that the statement “will enhance competition in the nation’s capital 
markets by providing intercompany and interindustry comparability that has 
been sorely lacking with respect to oil and gas companies, heretofore.”
Local Practitioners 
Discuss Professional 
Issues
Practitioners from 43 states attended the AICPA’s Fourth Annual Local Practi­
tioners Seminars held at three regional locations in May and June. The 
participants, most of whom had been suggested by their state societies, had an 
opportunity to exchange views on a number of key issues with their colleagues 
and with key members of the AICPA staff.
A major topic of interest at this year’s sessions was the division for firms 
and, in particular, the private companies practice section. Questions and 
comments centered around the peer review requirements. Other discussions:
□  The exposure draft, Compilation and Review Services, was generally praised 
but there was some concern that the document did not alleviate the local 
practitioner’s problems in applying generally accepted accounting principles 
to smaller privately held companies.
□  Most participants indicated that their firms would not engage in aggressive 
advertising even though many restrictions have now been removed.
□  There was considerable feeling that the general public still does not under­
stand the difference between a CPA and a noncertified accountant.
□  A discussion of specialization resulted in apparent general agreement that 
there is no present need to accredit specialties within the profession.
□  In response to a report by AICPA President Wallace Olson on the imminence 
of a bill to regulate the accounting profession under an NASD type of body, 
most participants voiced opposition to government regulation of any type.
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Late last month, the AICPA held a public hearing in Chicago on the question of 
whether the Institute should require that companies establish audit committees of 
their boards as a condition of an audit by independent auditors.
Of the more than 70 responses, most agreed that outside audit committees 
strengthen the independence of CPAs. But, a large majority felt that such a 
requirement should come from a regulatory agency or be mandated through 
legislation rather than be required by the AICPA. A question was also raised as 
to whether legal liabilities and duties of audit committee members should be made 
more precise before they are assigned significant responsibilities.
The AICPA special committee on audit committees was slated to meet 
June 21 to draft a report on the hearings for issuance to the Institute’s board of 
directors. For more on the hearings, see the July Journal of Accountancy.
In a related matter, SEC Chairman Harold M. Williams urged that the AICPA 
“devote its energies to making audit committees effective — beginning by 
recommending meaningful criteria for the duties and functions of those com­
mittees.” Speaking in Boca Raton, Florida, Williams said that if the private sector 
can implement certain initiatives, “the question of possible commission rule- 
making with respect to audit committees will be moot.”
SEC Practice 
Section Sets 
Conference Dates
The SEC practice section of the AICPA-sponsored division for firms will hold an 
orientation program on quality control compliance reviews on July 24-25 at 
the Hyatt Regency Hotel in Chicago. The two-day program, which has been 
developed by the section’s peer review committee is designed to give guidance to 
potential reviewers for performing compliance reviews and to familiarize 
participants with the section’s peer review program.
While directed primarily to potential reviewers, the sessions should be useful 
in preparing participating firms for the required reviews. Panels will deal with 
such areas as standards for performing and reporting quality control compliance 
reviews and guidelines for performing them. Also, the membership requirements 
of the section will be fully discussed. Question and answer sessions are included.
For further information, or to register ($75), contact the meetings depart­
ment at the AICPA.
NOTICE OF AICPA PUBLIC MEETING
Federal Taxation
The AICPA’s federal taxation executive committee will hold open sessions of its July 17-18 meeting in 
the AICPA New York office starting at 1:00 p.m. on the first day and 9:00 a.m. on the second. The tentative 
agenda and status follows:
July 17 - 1:00 p.m. & July 18 - 1:00 p.m.
□  Social Security Task Force. (Consider draft for publication.)
□  Business Combinations Task Force. (Consider draft for publication.)
□  Subchapter K Task Force Report. (Consider draft for publication.)
□  Statement on Responsibilities in Tax Practice, Communications Between Successor and Predecessor Tax 
Advisers. (Consider draft for exposure.)
July 18 - 9:00 a.m.
□  IRS Proposed Change to Single Level of Appeals. (Report of task force.)
□  AICPA Estate and Gift Tax Reform Recommendations. (Report of task force.)
□  AICPA Section 385 Regulations Recommendations. (Report of task force.)
□  AICPA Recommended Tax Law Changes Bill, HR 12578. (Report of task force.)
□  Tax Forms Subcommittee Meeting with IRS. (Report of subcommittee.)
The next meeting of the committee is scheduled for October 5-6 in San Francisco.
Changes from this notice will be reported by the meetings information telephone service. The number is
212/575-5694.
AICPA Holds 
Hearing on Audit 
Committees
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AICPA to Form Four 
New Government 
Subcommittees
Accounting Outlook 
Rosy, Says BLS
Recent Publications
The Institute’s federal government division is planning to replace existing task 
forces with four new subcommittees for the 1978-79 year. The new groups will 
establish liaison with the regulatory agencies and industry groups involved on 
matters of mutual interest in the following areas:
□  Subcommittee on Civil Aeronautics — Commercial and supplemental carriers 
commuters and air taxi operators, as well as the Civil Aeronautics Board.
□  Subcommittee on Communications — The Federal Communications Commis­
sion and those companies it regulates.
□  Subcommittee on ICC Regulated Carriers —The Interstate Commerce 
Commission and those companies it regulates.
□  Subcommittee on Public Utilities — The Federal Energy Regulatory Commis­
sion and National Association of Regulated Utility Commissioners as well 
as the utilities and oil pipeline companies affected.
The subcommittees will prepare comment letters on agency proposals and 
issue periodic publications on application of accounting and auditing standards 
relating to the specific industries.
Anyone interested in serving on these committees should contact Lysle 
Hollenback at the AICPA, 1620 Eye Street, N.W., Washington, D.C. 20006.
Accounting services are expected to grow rapidly at least through 1985, geared to 
the growth in size and complexity of business and government. This was one 
of the basic conclusions about the profession reported in the 1978-1979 
Occupational Outlook Handbook, published by the Bureau of Labor Statistics of 
the Department of Labor.
The new volume describes several hundred occupations in terms of the 
work, training and advancement, employment outlook and earnings and working 
conditions. According to the handbook, there were about 865,000 accountants 
in the U.S. in 1976, of whom about 20 percent were CPAs. Earnings figures, 
based on an urban survey for 1976, included the following:
□  Beginning accountants in private industry $11,500
□  Experienced accountants in private industry 15,400-23,400
□  Chief accountants in industry 20,500-33,900
□  Beginning auditors 11,800
□  Experienced auditors 16,100-20,000
Copies of the handbook (Stock no. 029-001-02059-7) may be obtained from 
the Government Printing Office, Washington, D.C. 20402.
The second and third research studies prepared for the Commission on Auditors’ 
Responsibilities have recently been issued.
□  The Securities Acts and Independent Auditors: What Did Congress Intend? 
This monograph is the second of the four studies, and deals with the legisla­
tive history of the securities acts. It focuses on the auditor’s roles and 
responsibilities as envisioned by Congress. Price is $4; $3.20 to members.
□  Cost-Benefit Analysis of Auditing. The third study investigates the applica­
tions of cost-benefit analysis to audit services. Several approaches for 
analyzing costs and benefits are discussed. Price is $3.50; $2.80 to members.
Both publications are available from the Institute’s order department.
NASBA Digest of State Accountancy Laws and State Board Regulations —1978. 
Published by the National Association of State Boards of Accountancy, this 
report summarizes the principal legal requirements governing the licensing and 
regulation of professional accountants in the U.S. Price is $10; copies are available 
from NASBA, 1211 Avenue of the Americas, New York, N.Y. 10036.
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Ethics Committee 
Actions
AICPA Member 
is Expelled
At its meeting last month the executive committee of the AICPA’s ethics 
division adopted several interpretations, approved a new ruling and agreed to 
submit six proposals for exposure. Here are some of the specifics:
□  Resolved that new interpretations 502-1 through 502-4 (see April 10 Letter) 
became effective on March 31, with adoption of the new advertising rule.
□  Resolved that interpretations 502-1 through 502-5 are now superseded.
□  Resolved that any existing interpretations or rulings that are inconsistent 
with new Rule 502, “Advertising and Other Forms of Solicitation,” and 
Rule 504, “Incompatible Occupations,” are superseded.
□  Resolved to suspend all ethics rulings under section 491 and certain rulings 
under section 591 pending review.
□  Agreed to expose to state societies, state boards and others six proposed 
interpretations and rulings for comment by August 31. The basic features are
1. Revise Interpretation 101-1 to further clarify that, for the member to be 
independent, his directorship must be purely honorary.
2. Propose interpretation to clarify the fact that independence rules apply to 
professional employees as well as to partners.
3. Propose interpretation to reiterate that discrimination should not be 
condoned by the profession.
4. Propose ruling on employee benefit plans that a member’s relationships 
with employer(s) are predicated on the member’s financial interest in an 
employer being considered an indirect interest in his employee benefit plan.
5. Propose ruling regarding participation of a member’s spouse in an 
employee stock ownership plan of a client. The answer is predicated on the 
assumption that the spouse’s interest in the plan is an indirect financial 
interest until the right of possession occurs.
6. Propose ruling to clarify “communication tailored in content to that 
specific recipient,” as used in Interpretation 502-3, to mean that a communi­
cation which could be applicable to others than the recipient, is not considered 
to be tailored in content to that recipient.
□  Withdrew a proposed interpretation, “Business Relationships Creating an 
Indirect Financial Interest in Client,” in view of comments on the draft.
□  Approved the adoption of an Ethics Ruling, “Newsletters and Publications 
Prepared by Others.” The text follows:
Q. May a member permit a newsletter, tax booklet, or similar publication 
to be imprinted with his firm’s name if it has not been prepared by his 
firm?
A. Such imprinting would not be considered deceptive as to authorship under 
Rule 502 provided that the outside author or publisher is clearly indicated. 
The firm’s name should not be imprinted more prominently than the 
authorship or publisher credit. Such imprinting should read substantially 
as follows:
We believe this bulletin/material, prepared outside our firm by 
author/publisher, would be of interest to you.
(Firm’s name)
The Institute’s bylaws provide that any member convicted of a crime defined as a 
felony under the laws of the convicting jurisdiction shall have his membership 
terminated upon the filing of a final judgment of conviction with the secretary of 
the Institute.
On March 31, 1978, Joseph F. Fitzgerald of Pittsburgh, Pennsylvania, was 
notified by the secretary that his Institute membership had been terminated. The 
termination followed receipt of a judgment of conviction on the member’s plea 
of nolo contendere to a charge of bribing an IRS agent.
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Washington Briefs The Securities and Exchange Commission will shortly issue a series of proposals 
requiring corporations to disclose more information on corporate governance 
to shareholders. The SEC directed its staff to issue proposed rules requiring 
disclosure of such items as the composition and function of director committees 
for auditing and board nominations and director fees. All the rule proposals 
are to be drafted by July 1, to allow adequate time for rule comment and adoption 
before the next proxy season.
Hearings on bills affecting capital gains taxes have been slated by the Senate 
Finance Subcommittee on Taxation and Debt Management for June 28-29. One 
bill to be considered is S. 3065, introduced by Senator Clifford Hansen (R-Wyo.), 
which would cut the maximum capital gains tax rate to 25 percent.
Better Management Needed in Exchanging Federal and State Tax Information is 
the title of a recent General Accounting Office report which says, among other 
things, that the present method of exchanging confidential tax data between 
the IRS and states is “fragmented, uncoordinated, and unsystematic.” The report 
says the first step toward improving the program is better management, 
with responsibility fixed at the regional, district and service center levels for 
managing the program. Copies of the report. (GGD-78-23) are available for $1 
each from the GAO Reports Department, Washington, D.C. 20548.
The Small Business Administration has proposed an increase in the dollar 
limitation for those CPA firms participating in the small business “set aside” 
program. Under the proposal, the proposed size definition for a firm’s participa­
tion would be increased from $2 million in annual revenues to $5 million. The 
new provision states that any firm bidding on contracts for accounting or 
auditing services is classified as small if its annual receipts for the preceding 
three years don’t exceed $5 million. Comments are due by July 7.
The IRS has issued proposed regulations for defined benefit pension plans for 
self-employed or shareholder employers. The proposals apply to individuals with 
“Keogh” plans or shareholder-employees of electing Subchapter S corporations. 
Comments are due by July 25.
A booklet entitled The Collection Process (Employment Tax Accounts) is 
available from the IRS. The report deals with payment procedures, enforced 
collection policy, claims procedures, taxpayer rights and federal tax deposits.
The booklet, Publication 594, may be obtained at local IRS offices.
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Give AICPA a 
Chance Says SEC
SEC Adopts Rules 
on Independent 
Auditors
The CPA Letter
A Semimonthly News Report Published by the AICPA
In a highly detailed 1,300-page report to Congress, the SEC supported the 
AICPA’s efforts at self-regulation for the profession to date and concluded that 
the commission “is not at this time convinced that comprehensive direct govern­
ment regulation of accounting or accountants would afford the public either 
increased protection or a more meaningful basis for confidence in the work of 
public accountants.” The commission emphasized, however, that continuing 
progress is needed for its continuing support.
As grounds for its overall conclusion, the commission noted that the creation 
of the SEC practice section within the AICPA-sponsored division for firms was 
a “major accomplishment” and “forms the primary basis for the commission's 
conclusion that there is promise for successful voluntary self-regulation.”
The peer review program was singled out as “the most important” of the 
AICPA’s efforts and one about which the commission expressed a number of 
concerns. Among these concerns were the following:
□  Adequate opportunity for the public oversight board to observe peer reviews 
and sufficient access to the process by the SEC for evaluation of adequacy.
□  Credibility and acceptability of firm-on-firm review and the role of the 
performance review panel.
□  Public access to the results of the peer review process.
□  The peer review process must not be arbitrarily restricted in scope, and any 
limitations should be decided by the reviewers, under POB oversight.
The report states that failure to meet these concerns and to operate an 
effective, regular examination and evaluation system “would compel the com­
mission to withdraw its support for the profession’s program.”
A more extensive analysis, including discussion of other questions raised by 
the SEC in areas such as independence, the POB and standards-setting, will 
appear in the August Journal of Accountancy. Also, single copies of the 47-page 
summary report are available from the SEC, Washington, D.C. 20549.
At an open meeting late last month, the Securities and Exchange Commission 
approved rules involving companies and their independent auditors. In Release 
no. 33-5940, the SEC will require companies to disclose the following:
□  The percentage of total non-audit service fees to the total annual audit fee.
□  Individual non-audit services which have fees greater than three percent of 
the annual audit fee.
□  All non-audit services provided by the independent auditor.
□  Whether the board of directors or its audit committees had approved such 
services.
Also, in Release no. 33-5942 the SEC withdrew proposed rules which 
included examples of situations in which public accountants will not be con­
sidered independent. At the same time, the SEC, in Release no. 33-5943, set forth 
its interpretation that litigation between accountants and their clients which 
isn’t related to audit work for that client is among the types of litigation which 
must be considered individually for its effects on independence.
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Correction of 
Letter to Members
The following is a statement by AICPA President Wallace E. Olson:
“In a joint letter to all members from the Chairman, Vice Chairman, and President 
dated June 19 , 1978, the following statement appeared on page 2:
‘Some of the principal positions taken during the course of the hearings 
were: . . .
‘3. Eli Mason recommended legislation that would require all practicing 
CPAs to be registered with the SEC.’
“Mr. Mason has notified the Institute that, in his opinion, the statement did 
not correctly summarize his testimony and his position, and has asked that 
a clarifying statement be issued. The statement in the letter was based on the 
understanding which the Chairman and President had of Mr. Mason’s overall 
testimony at the time of the subcommittee hearings.
“To clarify Mr. Mason’s position, we are publishing the following verbatim 
summary of his proposal from his formal submission (pp. 9-11).
‘Mr. Chairman, I recommend that legislation be enacted which would 
provide, among other things, for the following:
‘1. A federal registry of public accountants authorized to practice 
before the SEC.
‘2. All public accountants who are licensed and in good standing before a 
state board of accountancy and the SEC may register to practice before 
the SEC.
‘3. Firms of accountants who are licensed or registered by a state board of 
accountancy and who are in good standing before said state board 
and the SEC may register to practice before the SEC.
‘4. A certificate of registration shall be issued to each accountant and
accounting firm authorized to practice before the SEC and shall be subject 
to renewal every three years.
‘5. The certificate of registration shall authorize the registered accountant 
and/or accounting firm to practice before the SEC in any state, territory or 
subdivision of the United States.
‘6. No state or agency thereof may interfere with a registered accountant 
or accounting firm who is engaged in the conduct of an audit pursuant to 
securities laws of the United States, and rules and regulations thereunder. 
‘7. Registered accountants or accounting firms shall be subject to all 
standards, rules and codes promulgated by the SEC.
‘8. The SEC, after application of due process procedures, shall have the 
authority to suspend or revoke the registration of an accountant or 
accounting firm.
‘9. The SEC shall enunciate standards for peer review which shall be fair, 
equitable and meaningful.
‘Naturally, the foregoing recommendations are subject to specificity and 
amplification.’
“This clarification does not affect the balance of the contents of the letter 
to members dated June 19, 1978.”
Correction on 
Ethics Resolution
Through a typographical error, the numbers of the ethics interpretations that 
were superseded by resolution of the executive committee of the AICPA’s ethics 
division were misreported in the June 26 issue. The sentence should have read: 
“Resolved that interpretations 502-1 through 502-15 are now superseded.”
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POB Sets Hearing 
on Scope of CPA 
Services
Harper Named to 
Public Oversight 
Board
AcSEC to Issue 
Statement on 
Property and Liability 
Insurance
The public oversight board, which oversees and monitors the activities of the 
SEC practice section of the division for firms sponsored by the AICPA, will hold 
a public hearing on issues associated with the scope of services performed by 
CPA firms. The hearing will be held at the Hyatt Regency O’Hare in Chicago 
starting at 9:00 a.m. on August 17 and will continue on August 18, if necessary.
The executive committee of the SEC practice section has sought guidance 
from the board in formulating or amending the membership requirements 
regarding scope of services. The POB, therefore, is seeking written and oral 
comments to assist it in preparing suitable recommendations. The following are 
the principal questions and issues to be addressed:
□  The proposed amendment to the requirements of members in the SEC practice 
section uses independence and accounting and auditing related skills as 
criteria in deciding whether a given advisory service is to be permitted or 
proscribed. Are these valid criteria? Are there other more useful tests?
□  In the absence of empirical evidence that the performance of advisory services 
has led an auditor to compromise an audit, is auditor credibility in fact or
in appearance related to scope of services?
□  Would the quality of present-day auditing be improved by expanding, con­
stricting or maintaining the status quo of scope of advisory services offered 
by CPA firms?
□  What are the probable effects on the business community of an expansion or 
a constriction of advisory services performed by public accounting firms?
□  Would an expansion or a constriction of advisory services impact equally on 
all CPA firms regardless of size, geographic location, type of clientele, etc.?
□  Should a distinction be drawn between tax advisory and other advisory 
services?
For further information, or a copy of the hearing notice, which includes pro 
and con arguments and other background material, contact Louis W. Matusiak, 
Public Oversight Board, 1270 Avenue of the Americas, New York, N.Y. 10020. 
The telephone number is (212) 765-4628.
John D. Harper, the recently retired chairman and chief executive officer of the 
Aluminum Company of America, has joined the public oversight board which is 
monitoring the activities of the SEC practice section of the division for firms 
sponsored by the AICPA.
Mr. Harper, who joined Alcoa in 1933, became president and chief executive 
officer in 1963 and was chairman from 1970 to 1975 and is still a director. He also 
serves as director of several corporations and is active in business, professional, 
university, civic and social organizations.
The appointment completes the five-member board.
The AICPA’s accounting standards executive committee has approved for issu­
ance a statement of position on accounting for property and liability insurance 
companies pending clearance by the Financial Accounting Standards Board.
In other actions, the committee agreed to
□  Expose for public comment, after FASB clearance, proposed statements of 
position on accounting for investments of stock life insurance companies and 
on accounting for motion picture films amending the accounting guide.
□  Expose for public comment, after FASB clearance, a supplement to a proposed 
statement of position on accounting for title insurance companies, now out 
for exposure.
□  Approved letters of comment to the FASB on three proposed FASB interpre­
tations of Statement no. 13, Accounting for Leases.
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FASB Amends 
Statement on Lease 
Accounting
SOP Approved on 
Advance Refunding
Institute Comments 
on Carryover Basis
Savings and Loan
Conference
Scheduled
The Financial Accounting Standards Board has issued Statement no. 22, Changes 
in the Provisions of Lease Agreements Resulting from Refundings of Tax- 
Exempt Debt, which amends FASB Statement no. 13, Accounting for Leases.
The amendment applies to lease revisions resulting from refunding of tax- 
exempt debt issued to finance the plant or property covered by the lease contract. 
Under the new rules, gains or losses due to the refunding would have to be 
recognized by the lessee when they occur.
The statement is effective for lease agreements entered into on or after 
July 1, 1978. Copies of the statement are available for $1.50 each from the FASB, 
Publications Division, High Ridge Park, Stamford, Conn. 06905.
The Institute’s accounting standards division has approved a statement of 
position on Accounting for Advance Refundings of Tax-Exempt Debt. SOP 78-5 
was prepared for consideration by the Financial Accounting Standards Board. 
The division believes guidance is needed concerning the following:
□  The timing of income recognition of a gain or loss from an advance refunding.
□  When the refunded debt, the refunding debt, or both, along with the trust 
securities, should be included in the balance sheet, and
□  The method of income statement recognition for interest related to the debts 
and the trust securities.
The statement is not intended to modify APB Opinion 26, Early Extinguish­
ment of Debt, or FASB Statement no. 4, Reporting Gains and Losses From 
Extinguishment of Debt.
Copies of the SOP are available from the Institute’s order department.
The AICPA’s federal tax division has submitted recommendations to modify 
the carryover basis rules as well as comments on pending legislation affecting 
these rules. The letters have been sent to all members of the House Ways and 
Means Committee, the Senate Finance Committee and the Treasury.
Among the topics discussed are the exclusion from carryover, the fresh 
start adjustment, the death tax adjustment and the decedent’s capital loss carry­
over. One recommendation urged by the division is adoption of the immediate 
outright exception from carryover provided for estates consisting of $175,000 or 
less of carryover basis property, rather than the current $60,000 figure.
One free copy of the document (18-1) is available until August 15 from the 
Institute’s office, 1620 Eye Street, N.W., Washington, D.C. 20006.
A national conference sponsored by the committee on savings and loan associa­
tions of the AICPA’s federal government division will be held on September 
28-29 at the Hyatt Regency Hotel in Washington, D.C.
The conference will focus on clarifying and illustrating the significant 
accounting and auditing sections of the revised AICPA Audit and Accounting 
Guide for Savings and Loan Associations. It will also attempt to identify, analyze 
and explain basic differences between generally accepted accounting principles 
and regulation accounting and disclosure requirements.
Featured speakers will include Senator Thomas J. McIntyre (D-N.H.), 
a member of the Senate Committee on Banking, Housing and Urban Affairs;
A. Clarence Sampson, acting chief accountant of the SEC; and Stuart Davis, chief 
executive officer and chairman of the board of Great Western Financial Cor­
poration and president of the U.S. League of Savings Associations.
The registration fee of $195 includes two luncheons, a reception and con­
ference materials. For information, contact the AICPA meetings department.
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The AICPA’s computer services division has released an exposure draft of an 
audit guide, Computer-Assisted Audit Techniques. The draft explains how the 
auditor can use the computer in the examination of financial statements and 
describes various EDP tools and techniques that are available. It relates tech­
niques to audit tests (compliance tests of controls, test of details of transactions 
and balances, and analytical review), and describes an approach to planning 
and using the various techniques.
Discussed are the use of generalized audit software to access infor­
mation, the use of test data for compliance tests of controls, and other techniques 
such as integrated test facilities, program tracing, review of program logic, 
program comparison, utility programs, specialized audit programs and 
time sharing.
Comments are due by August 31. Copies are available from Carol Schaller 
at the AICPA office.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
The accounting standards executive committee of the AICPA will hold an open meeting on August 8-10 
in Seattle, starting at 8:00 a.m. each day. (The site has not yet been selected.) The tentative agenda and 
status are as follows:
August 8 - a.m.
□ Report by chairman; Accounting by Cable Television Companies. (Consider draft for publication.)
August 8 - p.m.
□ Accounting for Product Repurchase Agreements. (Consider draft for publication.)
□ Accounting for Changes in Accounting Estimates. (Discussion of preliminary draft.)
August 9 - a.m.
□ Contract Accounting. (Discussion of preliminary draft.)
August 9 - p.m.
□ Audit and Accounting Guide for Construction Contractors. (Discussion of preliminary draft.)
August 10 - a.m.
□ Comments on FASB DM on Nonbusiness Organizations. (Consider draft for publication.)
□ Comments on FASB Interpretations and Amendments. (Consider draft for publication.)
August 10 - p.m.
□ Definition of “In Substance Foreclosure.” (Discussion of preliminary draft.)
□  Finance Subsidiaries. (Discussion of preliminary draft.)
The next meeting of the committee is scheduled for September 19-21 in New York.
Auditing Standards
The auditing standards executive committee of the AICPA will hold an open meeting on August 1-3 in 
Denver at the Brown Palace Hotel, starting at 9:00 a.m. each day. The tentative agenda and status are as 
follows:
August 1 - a.m.
□ Oil and Gas Reporting. (Discussion of point outline.)
August 1 - p.m.
□ Oil and Gas Reporting. (Continuation.)
□ Reconsideration of Sections 516 and 517 of SAS no. 1 (Discussion of point outline.)
August 2 - a.m.
□ Corporate Conduct Task Force Outline. (Discussion of point outline.)
August 2 - p.m.
□ Financial Forecasts. (Consider draft for exposure.)
□ Communications between Auditors. (Consider draft for exposure.)
August 3 - a.m.
□ Reconsideration of SAS nos. 10 and 13. (Discussion of preliminary draft.)
August 3 - p.m.
□ Reporting on Internal Control. (Discussion of point outline.)
The next scheduled meeting of the committee is September 12-14 in New York.
Changes from these notices will be reported by the meetings information telephone service.
The number is 212/575-5694.
Exposure Draft 
Issued on Computer 
Audit Guide
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AISG Issues Related 
Transactions Study
FEI Urges Use off
“Management
Reports”
AICPA Insurance 
Trust Distributes 
1978 Refunds
The last in the studies by the Accountants International Study Group, Related 
Party Transactions, is now available (the AISG is officially disbanded). The 
study compares accounting practices for related party transactions in Canada, 
Great Britain, Ireland and the U.S. Among the study’s conclusions are
□  Parties should be considered to be related when one party can control or 
significantly influence the policies and decisions of the other, or when the 
parties are subject to common control or influence.
□  When transactions between related parties have occurred, they should be 
accounted for at the amounts at which they were effected. Also, the following 
data should be disclosed in a reporting entity’s financial statements:
1. The nature of the relationship(s).
2. A description of the transactions.
3. Amounts due to or from related parties, including the terms and manner 
of settlement.
Price is $3.50; $2.80 to AICPA members, from the order department.
In a recent letter to its members, Financial Executive Institute President C. C. 
Hornbostel called for members to take leadership roles in encouraging inclusion 
of “management reports” in their companies’ next annual reports to shareholders.
The FEI committee on corporate reporting endorsed the Commission on 
Auditors’ Responsibilities’ recommendation that financial statements be accom­
panied by a management report in addition to the report of the independent 
public accountants. In its endorsement, the committee stated: “We believe that 
such ‘reports’ will further public understanding of the respective roles of man­
agement and the outside auditor, and that the ‘report’ should emphasize that the 
primary responsibility for financial statements and representations related 
thereto rests with management, and not with the Certified Public Accountant, 
whose role is one of independent verification.”
Hornbostel’s letter included several guidelines for possible topics to be 
covered and what items should be considered in preparing a management report. 
For further information, see the August Journal of Accountancy.
A near-record refund of almost $12 million is being distributed this month to 
subscribers to the AICPA Insurance Trust. The dividend is for the year ending 
September 30, 1977.
Life insurance in force under the Institute’s plans has tripled since 1974 and 
now approaches $5 billion. There are about 58,000 participants in the CPA Plan 
and some 60,000 people are covered under the Group Insurance Plan.
The refund rate for eligible firms without dependent coverage is 42 percent; 
with dependent coverage, 38 percent.
For eligible individuals under the CPA Plan the rates are as follows:
Age Payment Basis Elected and Contributions Paid
Classification Annual* Semiannual Monthly
Under 40 76% 72% 68%
40-54 57 53 49
55-64 44 40 36
65 and over 8 4 —
* Includes bonus refunds for remitting contributions on an annual or semiannual basis;
8 percent and 4 percent, respectively.
Invitations to commence or increase participation are scheduled for mailing 
in August. For information, contact the Plan Agent: Rollins Burdick Hunter Co., 
605 Third Avenue, New York, N.Y. 10016. Tel: 212/661-9000.
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Plans for AICPA 
Annual Meeting 
Almost Complete
Final touches are being put on the program for the AICPA’s 91st annual meeting 
which will be held in San Francisco on October 22-24.
The technical agenda will consist of both plenary and simultaneous sessions 
designed to appeal to a wide range of interests. Sunday’s program includes two 
optional tours for members and spouses to California’s wine country and a 
highlights of San Francisco trip. Seven tours of San Francisco and the surrounding 
bay area are also available to spouses on Monday and Tuesday.
Speakers should appeal to all interests. They include William E. Colby, 
former director of the Central Intelligence Agency and author; Elizabeth Drew, 
the New Yorker, author and news commentator; Alan Greenspan, former chair­
man of the Council of Economic Advisors; and Senator S. I. Hayakawa (R-Calif.)
The program will begin with the annual business meeting, which will be 
addressed by Stanley J. Scott, Institute chairman. Simultaneous sessions will deal 
with such topics as a review of the year in Washington, federal taxation, peer 
review, auditing and accounting standards, and management of a practice.
A highlight program, with registration information, was sent to the member­
ship in June. For further information, contact the meetings department.
Speakers for Industry Six leading business and professional leaders will exchange views with AICPA
& Government 
Conference Set
members at the Third National Conference for Members in Industry and Govern­
ment to be sponsored by the AICPA in Chicago on September 15.
Speakers and their topics include the following:
□  Robert Abboud, chairman, First Chicago Corporation and First National Bank 
of Chicago, will discuss the banker’s perspective on replacement cost 
accounting and its effect on a company’s cash needs and credit.
□  Frank Considine, president, National Can Corporation, will comment on 
productivity and the CEO, with emphasis on successful business operations.
□  Lewis Young, editor-in-chief of Business Week, will present his views on 
the current state of the economy and the outlook for 1979.
□  Donald Kirk, FASB chairman, will assess the prospects of accounting 
standards-setting in the private sector in view of federal government interest.
□  C. B. Rogers, Jr., president of the General Systems Division of IBM, will 
discuss the impact of computer systems on business now and in the future.
□  Joseph Cummings, chairman-nominee of the AICPA, will give an update on 
AICPA activities, stressing the interests of industry and government members.
In addition to members in industry and government, registrations from 
other members will be accepted. Registration fee is $55. To register, just fill out 
the form below, or, for further information, contact the AICPA’s member 
relations division.
REGISTRATION FORM
Please register the person(s) listed for the Third AICPA National Conference for CPAs in Industry and 
Government which will be held at the Hyatt Regency O’Hare in Chicago, Illinois, on September 15, 1978. 
We understand that the single fee of $55 per registrant covers all sessions, materials and luncheon.
Our check for $ ................................... is enclosed.
firm or company
address
city
Names of Registrants
state zip telephone no.
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Washington Briefs The Interstate Commerce Commission recently announced a decision to maintain 
accounting regulations in accordance with generally accepted accounting prin­
ciples. The new policy, said the ICC, will allow the commission to expeditiously 
adopt certain new accounting regulations issued by the Financial Accounting 
Standards Board.
The Internal Revenue Service has proposed lifting its ban on advertising by 
practitioners before the agency. The proposals would apply to CPAs, attorneys 
and enrolled agents who represent clients before the IRS. The rules would permit 
solicitation of tax preparation services by professionals consistent with the 
recent U.S. Supreme Court decision and the new advertising rules issued by the 
AICPA. The IRS has called for public comments and a public hearing may be 
held shortly.
The Labor Department has issued a 76-page booklet on ERISA designed for use 
by employee benefit plan participants and their beneficiaries. Entitled What 
You Should Know About the Pension and Welfare Law, the booklet explains in 
lay terms the rights and protections of participants and their beneficiaries.
Copies are available free from area Labor-Management Services Administration 
Offices of the DOL.
Corporations soon will be required to file reports on the adequacy of their internal 
auditing controls, SEC Chairman Harold Williams said recently. In a speech 
before the Institute of Internal Auditors, he said internal auditors are the 
“guardians of the integrity of the corporate information system,” and suggested 
that they become heavily involved in compliance with the internal control require­
ments established by the Foreign Corrupt Practices Act of 1977.
House Ways and Means Chairman Al Ullman (D-Ore.) recently announced the 
appointment of a special task force to study and make recommendations on the 
tax treatment of fringe benefits. Representative J. J. Pickle (D-Tex.) was named 
to head the group which will begin a detailed study of the fringe benefits taxation 
issue over the next year.
A federal appeals court in Washington, D.C., has unanimously upheld the 
Federal Trade Commission’s controversial line-of-business reporting program. 
The program would require about 450 major companies to disclose specific 
data involving their various lines of business. The court rejected the corporations’ 
arguments that the reporting requirements were onerous and costly and ordered 
them to comply within 30 days.
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The CPA Letter
Notice to Members 
from the Committee 
on Nominations
AudSEC Defers 
Action on
“Subject to” Opinion
A Semimonthly News Report Published by the AICPA
Section 6.3 of the bylaws requires that nominations for the members-at-large 
of council, the officers and board of directors be made at least six months prior to 
the annual meeting; notice thereof must be published to the membership at 
least five months prior to the meeting; any twenty council members can submit 
independent nominations up to four months prior to the meeting.
Accordingly, your nominating committee met on March 9-10 and developed a 
full slate of nominees which was published to the membership in the April 10 
Letter. No independent nominees were submitted, and the last date for such 
submission has passed.
On July 7, it was announced that the accounting practices of Ernst & Ernst 
and those of S. D. Leidesdorf had been merged. At our March meeting, we 
nominated Ray Groves of Ernst & Ernst for a three-year term on the board of 
directors. We also nominated Harry Mancher of S. D. Leidesdorf to a second year 
as treasurer of the Institute. Because of the merger of their firms, their election 
would result in two members of the same firm serving on the board at the same 
time. Mr. Groves has therefore asked to be removed from consideration as a 
nominee.
While the bylaws do not make specific provision for substitution when a 
vacancy arises in nominees, your committee believes that a full slate should be 
offered for election by council, rather than to have a later election to fill the 
board vacancy. Legal counsel has advised that since the bylaws do not expressly 
cover the situation, general corporate law under these unusual circumstances 
would permit nomination of a substitute, and that this procedure would not make 
the nominee’s subsequent election illegal.
Accordingly, we hereby report to the members our nomination of Archibald 
E. MacKay of New York for a three-year term on the board of directors.
Mr. MacKay is currently a member-at-large of council. His election to the 
board of directors would create a vacancy on the council. The committee nomi­
nates Robert A. Liberty of Washington to fill the unexpired portion of Mr. 
MacKay’s term which expires in 1979.
The bylaws provide that independent nominations may be made by any 
twenty members of council if filed with the secretary at least four months prior to 
the annual meeting of the Institute. Because of the shortness of time, independent 
nominations by twenty members of council will be received with respect to 
these seats up to September 23, one month prior to the annual meeting.
The board of directors has authorized this procedure.
Auditors will continue to consider the need for a “subject to” qualification when 
there are significant contingencies. This is the effect of the decision by the 
auditing standards executive committee to refer the matter to a task force that 
is considering a number of issues related to the standard form of report.
The committee had considered eliminating “subject to” reports and had 
issued an exposure draft of a proposed statement last October. The draft had 
proposed that disclosures of any contingencies that could materially affect 
financial statements be included in a single footnote.
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Several major changes in AICPA staff responsibilities have been made due largely 
to council’s adoption of a proposal to restructure the auditing standard setting 
function (see May 22 Letter).
Under the new structure, the auditing standards executive committee will be 
replaced by a 15-member, volunteer auditing standards board; an independent 
auditing standards advisory council will be formed to monitor the board’s 
operations; staff support will be strengthened; a staff vice president-auditing will 
administer the staff activities and a director of auditing research will be added.
Here are the staff changes:
□  Douglas R. Carmichael, formerly vice president-technical services, has been 
appointed to the post of vice president-auditing. His telephone number 
remains the same: 212/575-6372.
□  Thomas P. Kelley, formerly director of the auditing standards division, 
assumes the new position of managing director-accounting and consulting 
services. He has administrative responsibility for the accounting standards 
division, MAS and technical information divisions. He will also assist the 
accounting and review services committee and the U.S. representative on the 
auditing standards committee of the International Federation of Accountants. 
His new telephone number is 212/575-6656.
□  Paul Rosenfield, in addition to his duties as director of the accounting stand­
ards division, will assist the U.S. representative on the international 
accounting standards committee. His telephone number is unchanged: 
212/575-6368.
In announcing these appointments, AICPA President Wallace E. Olson said 
that the staff changes were being made before the related changes in committee 
structure that will be effective after the annual meeting in October so that the 
new procedures can be implemented as soon as possible.
On July 14, the Institute's board of directors approved the following policy statement on the 
selection of auditors by audit committees:
A STATEMENT BY THE AICPA BOARD OF DIRECTORS
ON
THE SELECTION OF AUDITORS BY AUDIT COMMITTEES
As early as 1967 the Board of Directors of the AICPA expressed its support of the establish­
ment of audit committees by Boards of Directors of publicly-traded companies. On July 21, 1977, 
the Board also endorsed the concept that boards of directors of such companies or their audit 
committees should evaluate, select, and appoint the independent auditors. In carrying out this 
function, it should be recognized that all CPA firms whose partners are members of the AICPA 
are subject to the same stringent rules of conduct with respect to maintaining their independence 
and must comply with quality control requirements described in Statement on Auditing Standards 
No. 4. In addition, many firms participate in quality control reviews, either voluntarily or as 
members of the AICPA Division for CPA Firms, to enhance the quality of their auditing services. 
Thus, the capability of auditing publicly-held companies is shared by a large number of CPA firms 
and size alone should not be the determinative factor in selecting and appointing independent 
auditors.
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Actions of Private 
Companies Practice 
Section
The following decisions were made by the executive committee of the private
companies practice section at its meeting on July 10-11:
□  Adopted an official definition for the section on the meaning of the term “SEC 
work” in determining the composition of the section’s executive committee.
It states that a member may be considered to be performing SEC work 
when he does any filing or registration work under Section 12 of the 1934 
Securities Act.
□  Agreed to submit a statement of position to the public oversight board, 
through the MAS executive committee, expressing concerns about the damag­
ing impact present and future proscriptions on scope of services might have 
on small business clients whose only practicable sources of management 
advice are their local CPA practitioners.
□  Authorized the chairman to appoint a task force, with the concurrence of 
AcSEC, to monitor and to otherwise assist the small business committee of the 
financial accounting standards advisory council in reaching its objectives.
Draft on Quality 
Control Standards 
for CPA Firms 
Exposed
The Institute’s quality control review division has issued an exposure draft of a 
proposed statement on quality control standards entitled System of Quality 
Control for a CPA Firm. The proposal provides, among other things, that a CPA 
firm shall have a system of quality control for its auditing and accounting and 
review services. The system should “be appropriately comprehensive and suit­
ably designed in relation to a CPA firm’s organizational structure, its quality 
control policies, and the nature of its practice.”
Comments are due by September 15 to the quality control review division.
Summaries of 
AICPA/SEC 
Meetings to be 
Made Available
Several times a year the AICPA’s committee on SEC regulation meets with the 
staff of the chief accountant’s office and the division of corporate finance of 
the SEC on matters of mutual interest. Discussions center on the technical aspects 
of such matters as proposed and existing rules and regulations, projects of the 
commission (for example, revisions to Regulation S-X) and Institute comments 
on SEC proposals.
Starting with the most recent meeting, May 17, highlights of the joint meet­
ings will be available through the AICPA’s open meetings subscription service. 
Subscribers currently receive — via first class mail — advance copies of materials 
relating to all open meetings of the accounting standards executive committee, 
auditing standards executive committee, accounting and review services com­
mittee and the quality control standards committee.
The subscription fee is $96 a year, prorated on a calendar year basis. Orders 
may be placed with the subscription department at the AICPA office.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards — An open meeting of the accounting standards executive committee will be 
held in the AICPA Board Room on the fifth floor of the New York office on September 19-21. 
Meetings start at 9:00 a.m. The agenda has not yet been determined.
Auditing Standards — An open meeting of the auditing standards executive committee will be held 
in the AICPA Board Room on the fifth floor of the New York office on September 12-14. Meetings 
will run from 9:00 a.m. to 5:00 p.m. The agenda has not yet been determined.
Agendas, status of projects and changes in these meetings will be reported by the meetings
telephone service because the next scheduled issue of the Letter will not provide adequate notice.
The number is 212/575-5694.
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Washington Briefs The IRS has proposed rules on the disclosure of tax returns and return informa­
tion to and by attorneys and other officers of the Department of Justice. The 
rules would allow the disclosure of data to be used in preparing for proceedings 
or conducting investigations involving tax administration. Comments and a 
request for a public hearing on these proposals are due by September 5.
The Bureau of the Census is seeking the cooperation of accounting practitioners 
in encouraging their clients to promptly complete census bureau reports. These 
surveys are conducted weekly, monthly and annually, and encompass retail, 
wholesale and service trades. The surveys, says the Census Bureau, are essential 
in its duty “to develop timely measures of current business activity,” although 
participation is mandatory only on the annual surveys.
The Institute’s federal tax division has submitted a paper entitled An Approach to 
Writing Regulations Under Internal Revenue Code Section 385 to the IRS and 
Treasury Department officials. The paper contains recommendations for develop­
ing regulations under Section 385, such as definitions of debt held in pro rata 
and non-pro rata relationship with equity interests held by the same person. One 
free copy of the document (20-1) is available until August 31 from the Institute’s 
office, 1620 Eye Street, N.W., Washington, D.C. 20006.
The IRS has issued a new Internal Revenue Manual Supplement on corporate 
“slush funds.” The supplement (MS 426-380) will provide guidelines for IRS 
audits to determine if “slush fund” questions used in the coordinated examination 
program should be asked in subsequent audits after their mandatory first 
application for certain companies.
In Rel. 34-14970, the Securities and Exchange Commission has issued proposed 
rules designed to provide increased data on corporate boards of directors to 
shareholders. In general, the proposal would amend proxy rules to require pub­
licly-held companies to furnish more information on the composition and 
function of corporation committees, terms of settlement of proxy contests, and 
voting policies of institutional investors. Comments are due by September 19.
The IRS has proposed consolidated return regulations for tax-exempt organiza­
tions. The proposals would affect the filing of consolidated returns by two or more 
organizations exempt from taxation under Section 501(a). Comments and a 
request for a hearing are due by September 19.
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Review Standards 
Set by SEC 
Practice Section
Moss Hears Update 
on AICPA
Self-Regulatory Plan
The CPA Letter
A Semimonthly News Report Published by the AICPA
The standards and procedures for peer review have been adopted by the SEC 
practice section of the AICPA division for firms. They are incorporated in the 
Peer Review Manual, which is being sent to all the member firms of the section. 
The manual includes the following basic elements:
□  Organizational Structure and Functions of the SEC Practice Section of the 
AICPA Division for CPA Firms.
□  Standards for Performing and Reporting on Quality Control Compliance 
Reviews.
□  Standards for Quality Control Review Panels.
□  Administrative Procedures of the Peer Review Committee.
□  Membership Requirements.
A major requirement for membership in the SEC practice section is that a 
firm submit to a review of its accounting and auditing practice every three years. 
Reviews may be conducted either by a committee-appointed review team or by 
an independent member firm designated by the firm to be reviewed.
Under the review team concept, the team captain will submit the report and 
letter of comments regarding areas that may require corrective action to the 
reviewed firm. The reviewed firm will be responsible for sending this material 
and any firm response to the peer review committee. In the case of a review by 
another member firm, a quality control review panel will be appointed which 
will issue a report in keeping with prescribed standards. The reports and letters 
of comment will be submitted in the same way as those of committee-appointed 
reviews. Reports, letters of comment and sanctions imposed will be public 
information. Administrative files and working papers will be nonpublic.
A list of reports (without characterization as “modified” or “unqualified”) 
will be published quarterly in the Letter.
The House Subcommittee on Oversight and Investigations, chaired by John E. 
Moss (D-Cal.), held a hearing on July 28 to review the accounting profession’s 
progress with its self-regulatory program. Also, the subcommittee sought views 
on its bill to regulate the profession (HR 13175) from the SEC.
Speaking on behalf of the peer review committee of the SEC practice section 
of the AICPA division for firms, committee Chairman Donald L. Neebes described 
the policies and procedures that have been adopted and pointed out that 
several issues that had been discussed with the SEC have now been resolved.
The public oversight board’s perspective of the profession’s progress was 
presented by Ray Garrett, the board’s vice chairman, who was accompanied by 
three other board members. He reported that the board will monitor the peer 
review program and is holding a public hearing on the scope of services question. 
He said that the board is “favorably impressed” with the pace of the program.
SEC Chairman Harold M. Williams reiterated the commission’s position that 
“the profession should remain under essentially private direction, but with 
active commission oversight.” In regard to the pending legislation, he said that 
the AICPA’s initiative conforms to the goals of the bill and that the legislation 
is unnecessary at present.
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Suit Against AICPA 
Over Division for 
Firms Is Dismissed
A motion by 18 AICPA members to enjoin the AICPA from further implementing 
its program under the division for firms and to require a membership referendum 
to approve its establishment was denied by New York State Supreme Court 
Justice Bentley Kassal on July 27.
In his decision the judge noted that the board of directors and council 
clearly have the power to organize divisions and that what council has done is to 
create a new grouping of individual members, based upon their being associated 
with a firm. “The Court finds,” he said, “that the new ‘division’ and ‘sections’ 
do not establish new classes of membership of respondent. They are auxiliary 
bodies under the auspices of the AICPA, which may be created under the present 
bylaws, without amendment.”
FASB Proposes to 
Amend Segment 
Information 
Reporting
The Financial Accounting Standards Board has released an exposure draft of 
a proposed statement on Reporting Segment Information in Financial Statements 
That Are Presented in Another Enterprise’s Financial Report. If adopted, the 
statement would amend FASB Statement no. 14, Financial Reporting for Seg­
ments of a Business Enterprise.
The proposed statement would eliminate the requirement to disclose segment 
information in the separate financial statements for the parent company or for 
an affiliated company that has been consolidated or combined in the annual 
financial report. Segment information, however, would continue to be required in 
separate financial statements for an affiliated company accounted for by the 
cost or equity methods in consolidated or combined financial statements that are 
presented in the same financial report.
Comments are due by September 18, 1978. Copies (up to five) are available 
free from: Publications Division, FASB, High Ridge Park, Stamford, Conn. 06905.
FASB Amends 
Statement on 
Lease Accounting
The Financial Accounting Standards Board has issued Statement no. 23, Incep­
tion of the Lease which amends FASB Statement no. 13, Accounting for Leases.
The amendment applies to leased property whose value changes between 
the date of the lease agreement and the date the property is placed in service by 
the lessee. Under the new rule, the fair value of the leased property must be 
determined at the agreement date, not at the time that construction is completed 
or the property is acquired.
The statement is effective for leasing transactions and lease agreement 
revisions recorded in financial statements for the month of December 1978, or 
later periods. Copies are available for $1.50 each from the FASB.
In Interpretation no. 23, issued on August 24, the FASB clarified an exemption 
from the criteria for capital-lease classification in its Statement no. 13, Account­
ing for Leases, for leases of certain property owned by a governmental unit or 
authority.
To automatically qualify as an operating lease under the interpretation, a 
lease must meet six specified conditions. Leases of property not meeting all of the 
conditions will be classified as are other leases not involving government-owned 
property under FASB Statement no. 13. The provisions will be effective for 
leases and revisions recorded on December 1, 1978, or later.
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FASB Clarifies Lease 
Classification of 
Government Property
Walters Reappointed 
to FASB
POB Holds Scope of 
Services Hearing
Three AICPA 
Members Expelled
Ralph E. Walters, a member of the Financial Accounting Standards Board since 
April 1 , 1977, has accepted reappointment to the board for a full five-year term 
beginning January 1 , 1979. Prior to joining the FASB, Mr. Walters was director 
of professional standards for Touche Ross International.
Commentators representing accounting firms, the AICPA’s MAS executive 
committee, management consulting firms, actuaries, educators and executive 
search companies testified before the public oversight board’s hearings on 
August 17-18 on scope of CPA practice.
It had been suggested that the scope be governed by two criteria:
(1) independence and (2) skills related to accounting and auditing. All the 
accounting firms endorsed the independence concept, but many argued that 
the accounting and auditing related criterion was too narrow and would place 
undue restrictions on the profession as a whole.
Several firms offered alternative criteria including audit committee and 
peer review consideration of specific MAS services, client benefits, free market 
considerations and SEC guidance on allowable scope of services.
Management consulting firms and actuaries urged restrictions in their 
respective fields. However, educators said restrictions on MAS activities would 
damage accounting educational interests. An executive recruiting firm called 
for all-out restrictions on executive recruiting and staff-to-client transfers.
The POB is expected to make its recommendations to the SEC practice 
section following a meeting late this month.
On June 20, 1978, a hearing panel of the Joint Trial Board Division’s Regional Trial 
Board VII voted to expel Benjamin Czajka of Mansfield, Ohio, from membership 
in the AICPA and the Ohio Society of CPAs for violations of both organizations’ 
codes of ethics.
The ethics charging authority had alleged that the member was materially 
negligent in conducting his examination of a client’s financial statements by 
failing to do audit work of any significance, failing to acquire information to 
warrant the expression of an opinion, and failing to direct attention to material 
departures from generally accepted accounting principles in his report. The 
member was also charged with restating his unqualified opinion on the same 
financial statements to the Ohio Attorney General.
Mr. Czajka did not appear at the hearing but submitted a letter requesting 
resignation from the Ohio Society of CPAs and the AICPA. After considering the 
member’s request and hearing the charges, the panel declined to accept the 
resignation and found the member guilty as charged.
The member was advised of the hearing panel’s decision and of his right to 
request a review of the decision. No request was filed and the decision became 
effective on July 20, 1978.
Under the Institute’s bylaws, a member who has been convicted of a felony 
defined as such by the convicting jurisdiction shall have his membership in the 
Institute terminated without a hearing.
On July 10, 1978, Richard O. Bertoli of Sparkill, New York, was notified that 
his Institute membership was terminated as the result of his conviction 
following his plea of nolo contendere in a United States District Court of con­
spiracy, securities fraud, mail fraud, and the maintenance and submission of 
false business records.
On July 24, 1978, the membership of Brent A. Andrus of Pocatello, Idaho, 
was terminated following his conviction on a plea of guilty in a United States 
district court of interstate transportation of a stolen security.
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AcSEC to Issue 
Statement on 
Product Financing
SOP Issued on 
Government- 
Operated 
Hospitals. . .
. . . and on 
Confirmation of 
Insurance Policies
AICPA Testifies on 
ERISA Bills
At its meeting last month, the Institute’s accounting standards executive 
committee agreed to issue a statement of position on accounting for product 
financing agreements pending review by the Financial Accounting Standards 
Board. Copies of the SOP are expected to be available in October.
Also, AcSEC has issued an exposure draft of a proposed statement of 
position amending the AICPA Industry Accounting Guide, Accounting for Motion 
Picture Films. The draft, which was prepared for FASB consideration, deals 
with revenue recognition and restrictions on the timing of film showings after the 
initial showing under a license agreement.
Copies of the exposure draft are available from the AICPA order department.
The Institute’s accounting standards division has issued a statement of position 
entitled Financial Accounting and Reporting by Hospitals Operated by A 
Governmental Unit. The SOP, which is essentially the same as the exposure draft 
issued last year (see September 5 Letter), was prepared for FASB consideration.
The statement would amend the AICPA industry audit guide, Audits o f State 
and Local Government Units, so that the financial reporting of certain hospitals, 
operated by governmental units is consistent with that of all other hospitals.
The SOP recommends that all government-operated hospitals be accounted for 
in accordance with the Institute’s Hospital Audit Guide.
Copies of the SOP are $1.50 each from the AICPA order department.
The AICPA’s auditing standards division has issued a statement of position 
entitled Confirmation o f  Insurance Policies in Force, which calls for confirming 
insurance policies in force with policyholders under certain specific circum­
stances. The SOP was issued because the AICPA industry audit guide, Audits o f 
Stock Life Insurance Companies, doesn’t specifically address the circumstances 
when confirmation would be appropriate.
In a related matter, the Institute’s insurance companies committee has issued 
an exposure draft of a proposed statement of position on Accounting for  
Investments o f  Stock Life Insurance Companies. The proposal would amend the 
AICPA industry audit guide, Audits o f Stock Life Insurance Companies, to 
eliminate alternatives for accounting for investments and recognizing related 
realized and unrealized gains or losses.
Comments on the draft are due by October 6. Copies of both publications are 
available from the Institute’s order department.
The AICPA presented an oral statement last month on seven ERISA-related bills 
before a joint hearing held by the Senate Human Resources Subcommittee on 
Labor and the Senate Finance Subcommittee on Private Pension Plans and 
Employee Fringe Benefits. It focused on two of the bills, S 3017 and S 2992.
S 3017 would preclude a plan administrator from including the investments 
and actuarial information of the plan in the scope of the auditor’s examination. 
The AICPA stated that if S 3017 were adopted, generally accepted auditing 
standards would require the auditor to disclaim an opinion on plans’ financial 
statements because of the significant scope restriction. It was recommended 
that auditors’ examinations not be restricted.
S 2992 would require the Secretary of the Treasury to promulgate uniform 
standards for calculating and reporting assets and liabilities of pension plans.
The Institute said that the bill would disrupt progress being made by the FASB 
in developing financial accounting and reporting standards for employee 
benefit plans, and recommended that the proposed legislation not be adopted.
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The AICPA’s CPE division will hold a series of one-day workshops to help 
practitioners develop their firm’s quality control documents. Sessions will be 
held in nine cities, beginning November 6 in Dallas.
Geared to partners and managers who are responsible for developing and 
documenting their firm’s quality control systems, the sessions will offer oppor­
tunities for the exchange of ideas and data as well as provide “hands on” 
workshops under the guidance of authorities in the development of quality 
control.
For further information on the sessions, contact the relevant state societies. 
Sites include Atlanta, Chicago, Dallas, Houston, Kansas City, Mo., Las Vegas, 
Miami, New York and Rochester.
The AICPA’s nominations committee announces the following nominees to 
replace those who have declined to serve subsequent to the original report of 
April 10:
For Council Member-at-Large (three years) — Dale P. Jones, Oklahoma, 
to replace Earl R. Moore, Colorado.
For Elected M embers o f  Council (three years) — Sam I. Diamond, Alabama, 
to replace MacFay Carpenter, Alabama; Henry R. Stark, New York, to replace 
Winfield W. Major, New York.
For M embers o f  the National Review  Board (three years) — C. William Caron, 
California, to replace Donald T. Burns, California; Rowland D. Patillo, Texas, 
to replace Brooke Wilson, Texas.
Under the procedure announced in the August Letter, independent nomina­
tions by any 20 members of council for council member-at-large and for vacancies 
on the national review board will be accepted until September 23. Any 20 
members in Alabama or New York may make independent nominations for the 
vacancy in their respective states during the same period.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
A change has been made in the location of one of the sessions of the open meeting of the accounting 
standards executive committee. The sessions on September 19 and 20 will be held in the AICPA board 
room on the fifth floor of the New York office as previously reported. The September 21 session will be 
held in the Ambassador Room of the St. Regis-Sheraton Hotel in New York. All sessions will start at 
9:00 a.m. The agenda will be reported by the meetings information telephone service.
Board of Examiners
An open session of the September 19 meeting of the Board of Examiners will be held in Chicago at the 
Hyatt Regency O’Hare Hotel from 10:00 a.m. until noon. The agenda will consist of preliminary discussion 
of the following topics:
□  NASBA Critique Program.
□  Uniform Statistical Information Questionnaire Project for 1980.
□  Administering the Examination to Handicapped Candidates.
The next scheduled meeting of the board is February 23 , 1979, in Los Angeles.
Management Advisory Services
The MAS executive committee will hold an open meeting on September 22 at the New York Sheraton 
Hotel starting at 9:00 a.m. The agenda will consist of discussion of the following matters:
□  MAS Conference Report.
□  Proposed Structure of MAS Technical Standards.
□  Reports of MAS Subcommittees on Education and Professional Development, Practice and Standards, 
and Small Business Consulting.
Changes from these notices will be reported by the meetings information telephone service. The number
is 212/575-5694.
Workshops Set on 
Quality Control 
Development
AICPA Nominations 
Committee 
Announces Changes
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AAA Meets in Denver Over 2,000 academics and practitioners attended the American Accounting
Association’s 63rd annual meeting in Denver last month. Focusing on the rapid 
pace of changes facing the profession today, session topics covered a wide 
range of concerns for the profession, ranging from self-discipline and self­
regulation to the economic impact of accounting standards. During the initial 
plenary session, Harold M. Williams, SEC chairman, focused on two initiatives 
of the profession to meet current concerns — the Financial Accounting Standards 
Board’s conceptual framework project and the new division for firms sponsored 
by the Institute. If these initiatives fail, Williams said, “the result will be a 
leadership vacuum which government will undoubtedly fill.” The AAA’s 
Outstanding Accounting Educator Award for 1978 was presented to Professor 
Charles T. Zlatkovich of the University of Texas.
Accounting Literature At the AAA’s annual meeting, the AICPA’s accounting literature awards
Awards Presented committee presented two $500 awards for outstanding contributions to account­
ing literature. Determined from nominations of the AICPA committee and the 
AAA’s committee on notable contributions to accounting literature, the awards 
went to the following:
Peat, Marwick, Mitchell & Co., Research Opportunities in Auditing, 1976. 
Dyckman, Downes & Magee, Efficient Capital M arkets and Accounting, 
Prentice-Hall, Inc., 1975.
Also, Professor William H. Beaver of Stanford University has won the 1978 
Journal o f  Accountancy  Literary Award for his article, “Current Trends in 
Corporate Disclosure,” published in the January 1978 issue.
The award, established in honor of John Lawler, former Journal editor and 
AICPA senior vice president, consists of a $500 cash prize and a scroll. The 
award is given to the author of the best article published in the Journal during the 
12 months ending with the June issue each year, as determined by the magazine’s 
editorial advisory committee.
Recent Publications Compliance With Federal Election  Campaign Requirements (Second edition) — 
This book is designed to provide campaign-related data and guidance to candi­
dates for election to the U.S. Senate and House of Representatives. It also 
deals with the relevant laws that “have created significant new responsibilities for 
candidates seeking federal office.” Price is $16.50; $13.20 to members.
Computer Services Guidelines — Audit Considerations in Electronic Funds 
Transfer Systems — This publication provides a basic understanding of the types 
of EFT systems and the internal controls applicable to each, as well as discussing 
current EFTS regulations. Price is $4.00; $3.20 to members.
Financial Report Survey no. 16: Illustrations o f Accounting for  Leases  — This 
report surveys the application of FASB Statement no. 13 and clarifying pro­
nouncements. The examples were selected from the published annual reports of 
the more than 8,000 companies stored in the computer data base of the AICPA 
National Automated Accounting Research System. Price is $7.50; $6.00 to 
members.
Report o f the Special Committee o f  the AICPA to Study the Structure o f  the 
Auditing Standards Executive Committee — This booklet incorporates the recom­
mendations of the committee and the modifications approved by council last 
May (see May 22 Letter). Free. (The complete text will also appear in the October 
Journal o f  Accountancy .)
Copies of the publications are available from the AICPA’s order department.
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SEC Names 
Sampson as Chief 
Accountant
NASBA Holds 
Hearings on 
Comparability of 
Foreign Licenses
AICPA Expands 
Minority Scholarship 
Program
Update on MAP 
Conferences
Insurance Entrance 
Date Nears
A. Clarence Sampson has been named chief accountant of the Securities and 
Exchange Commission. Sampson had been acting chief accountant since John C. 
Burton left the position in September 1976.
Sampson, a CPA from Maryland, joined the SEC staff in 1959 after six years 
of diverse experience. He has taught accounting and business finance at the 
University of Maryland in its off-campus program.
The SEC also named Ralph C. Ferrara to replace Harvey Pitt as general 
counsel. Ferrara had been executive assistant to the chairman and has been on the 
SEC staff since 1971.
The committee on the comparability of foreign licensing examinations, appointed 
by the National Association of State Boards of Accountancy at the request of 
the California State Board of Accountancy, held a public hearing on August 30 
in an attempt to determine the comparability of the U.S. uniform examination 
with that of a number of other countries.
Testimony related to the criteria required to assess comparability and the 
operating procedures to be employed by the committee in its study. Upon its 
completion, NASBA will submit its recommendations to the California board.
Because of a dramatic increase in applications, the AICPA has increased its 
financial aid to undergraduate minority students majoring in accounting.
This year, the Institute will award $145,000 to 241 students in 127 colleges 
and universities. This is a 73 percent increase in funds and a 63 percent increase 
in the number of scholarships over last year.
The scholarships are part of a continuing program of the AICPA minority 
recruitment and equal opportunity committee. Each is awarded on the basis of 
financial need and academic achievement.
The AICPA’s fifth annual series of practice management conferences (see May 8 
Letter) have proven popular so far. The Firm Management and People Manage­
ment Conferences held July 31-August 4 in Las Vegas drew 470 participants, 
with the latter conference drawing a record number of attendees.
Among the topics discussed at the firm management conference were 
managing an accounting practice by objectives, the one firm concept and the 
importance of administrative review. The people management conference 
included discussions on the quality of life, staff evaluation, preparation of the 
staff manual and motivation.
The remaining two conferences, Practice Growth and Development and 
Partnerships and Professional Corporations, are slated for September 28-29 and 
November 2-3, in Cambridge, Massachusetts and Atlanta, respectively. The 
hotel site for the Partnership and Professional Corporations Conference has been 
changed to the Hyatt Regency Atlanta Hotel.
For further information, contact Barry Kuchinsky at the Institute.
The next entrance date for eligible CPAs to join or increase coverage in the CPA 
Plan (for individuals) or the Group Insurance Plan (for firms) is October 1.
A new maximum for $150,000 of term life insurance plus an equal amount of 
accidental death and dismemberment coverage is available under the CPA Plan. 
Similar insurance benefits are provided under the Group Insurance Plan which 
has 1978 maximum limits of $80,000 and $50,000 on its two schedules.
Additional information may be obtained from the plan agent: Rollins Burdick 
Hunter Co., 605 Third Avenue, New York, N.Y. 10016 (212/661-9000).
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Washington Briefs President Carter has signed an executive order establishing an 11-member
Commission on Pension Policy that will study public and private pension systems 
in an effort to develop national policies for retirement, survivor and disability 
programs.
The Securities and Exchange Commission has proposed that companies make 
public the remuneration of as many as 10 of their highest paid executives. Cur­
rently, only that of the three highest paid must be made public. Disclosure 
would also be expanded to include major executives of wholly-owned subsidi­
aries. Comments are due by September 29.
The Cost Accounting Standards Board has issued a proposed standard, 
Accounting for  Independent Research and Development and Bid and Proposal 
Costs. The standard, designed to increase uniformity and consistency in cost 
accounting, would provide criteria for research and bid costs, based on beneficial 
or causal relationships between costs and cost objectives. Comments are due 
by October 2.
Representative Lester Wolff (D-N.Y.) and 96 co-sponsors have introduced 
legislation that would suspend the imposition of interest and prohibit the imposi­
tion of a penalty for failure to pay tax on underpayments of tax resulting from 
erroneous advice given in writing by the IRS. The bill, HR 1361, has been referred 
to the House Ways and Means Committee for consideration.
The Small Business Administration has extended the comment period on its 
proposal to increase the size standard for accounting and auditing services under 
the small business “set aside” program (see June 26 Letter). Comments are now 
due by September 13.
The Treasury has issued temporary regulations providing instructions on how to 
exclude from the new carry-over basis provisions up to $10,000 worth of 
personal and household effects (see August 4 Federal Register). The regulations 
apply to estates of decedents who died after December 3 1 , 1976.
The IRS has announced in IR-2032 the adoption of a single-level appeals pro­
cedure, which will go into effect on October 2. Under the new system, a regional 
director of appeals will be in charge of appeals in each of the seven IRS 
regions. That office will also handle disputes now appealed to the Examination
& Collection Divisions at district conferences and to the regional Employee 
Plans/Exempt Organization Staff.
The CPA Letter
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SEC Opts For 
New Oil and Gas 
Accounting 
Method
FASB Considers 
Response on 
SEC Decision
A Semimonthly News Report Published by the AICPA
The Securities and Exchange Commission has opted for a new accounting method 
for oil and gas companies based on the value of their reserves, thus rejecting 
both the “successful efforts” method embodied by FASB Statement no. 19 and 
the “full cost” method favored by the smaller independent companies. The new 
method to be called reserve recognition accounting or “RRA” would treat the 
value of oil and gas companies’ reserves as assets and the companies must deduct 
all costs of exploration as expenses when they are incurred.
The new method is to be developed over a three-year period. In the interim, 
the SEC will allow companies to use either the successful efforts or full cost 
methods to report earnings. The SEC also adopted and proposed several transition 
measures for the period before the new method takes effect.
□  Accounting Series Release no. 253 would allow companies to specify a form 
of successful efforts method as outlined in FAS no. 19; prescribe the 
reporting of certain historical financial and operating information on oil and 
gas companies, including quantities of proved oil and gas reserves; and 
prescribe the reporting of present value of future net revenues from estimated 
production of oil and gas reserves.
□  Rel. 33-5968 proposes rules specifying a form of full cost accounting for full 
fiscal years ending after December 25, 1979. Comments are due by 
October 3 1 , 1978.
□  Rel. 33-5967 proposes amendments to existing disclosure requirements in 
Item 2 of Regulation S-K relating to oil and gas companies. Comments are due 
by October 15, 1978.
□  Rel. 33-5969 proposes rules requiring the presentation of a supplemental 
earnings summary prepared on the basis of RRA. Comments are due by 
April 30, 1979.
In addition, the SEC staff has issued a related interpretative release, Staff 
Accounting Bulletin no. 23, that rescinds Bulletin no. 16.
SEC Chairman Harold M. Williams, in announcing the commission’s 
decisions, reiterated his strong support for the FASB, adding that the board 
“must allow for occasional differing judgments on issues in view of the 
responsibilities and independence of each body.”
For further information, see the October Journal o f  Accountancy.
The Financial Accounting Standards Board is considering actions that may be 
required in light of the SEC’s decision to develop what it calls “reserve 
recognition accounting,” a partial form of current value accounting designed for
oil and gas companies. FAS no. 19 prescribes a form of successful efforts 
accounting as the uniform method of accounting for the industry.
The SEC indicated it would welcome further initiatives or participation by 
the FASB in its continuing efforts relating to oil and gas financial reporting. In a 
recent speech, FASB Chairman Donald J. Kirk said that despite the SEC’s 
invitation, “the conclusion by the SEC that they are clearly responsible in this 
matter makes the nature and extent of the board’s further involvement uncertain.” 
This issue, he added, “will receive very careful consideration by the board.”
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FASB Update Recent actions taken by the Financial Accounting Standards Board include
□  Issuance of Interpretation no. 24, Leases Involving Only Part o f a Building.
It recognizes that, when leased property is part of a larger whole, reasonable 
estimates of its fair value might be objectively determinable from other 
information if sales of property similar to the leased property do not exist.
□  Issuance of a proposed interpretation of APB Opinion no. 25, Accounting for  
Stock Issued to Em ployees. The interpretation, Accounting for  Stock  
Appreciation Rights and Other Compensation Plans with Variable Terms 
Related to a Company’s Stock , clarifies how an enterprise should determine 
and recognize compensation expense for such compensation plans. Comments 
are due by October 16, 1978.
□  Addition to its technical agenda of a project relating to accounting for service 
transactions which deals with the events or circumstances resulting in 
recognition of revenues and expenses for such transactions. It also added a 
project regarding a lessee’s estimate of the interest rate implicit in a lease.
□  The setting of public hearings on issues relating to the objectives of financial 
reporting by nonbusiness organizations (see June 26 Letter) starting 
October 12-13 in Washington, D.C. Additional hearings will be held October 
19-20 in San Francisco and November 3 in Chicago.
Public Members 
Nominated to 
AICPA Board
The AICPA’s committee on nominations plans to propose three public members 
for the board of directors to Council at its October 21 meeting in San Francisco. 
These nominations result from approval by the membership of the recent 
referendum ballot. The proposed public board members are
Barbara Franklin: commissioner, Consumer Product Safety Commission 
(notice of resignation has been submitted to the White House).
Thomas C. Pryor: vice president, Merrill Lynch, Pierce, Fenner & Smith, Inc. 
John C. Sawhill: president, New York University.
Tentative Report On 
Internal Accounting 
Control Issued
The Institute’s special advisory committee on internal accounting control has 
issued a tentative report seeking public comments to aid the committee in 
developing criteria for evaluating internal accounting control. The committee was 
formed before the Foreign Corrupt Practices Act of 1977 became law, but believes 
its final report should be useful to management and boards of directors in con­
sidering whether their companies comply with the internal accounting control 
provisions of the act.
The committee is particularly interested in comments on the adequacy and 
usefulness of the criteria and examples of selected procedures and techniques 
presented in the report’s appendix. Comments are also sought on the following:
□  The scope of internal accounting control.
□  The factors that are part of the internal accounting control environment.
□  The “cycle approach” to an evaluation of internal accounting control. 
□  Cost-benefit considerations.
Comments are due by December 1 5 , 1978, and should be directed to Thomas 
P. Kelley at the Institute. Copies of the report have been sent to certain 
organizations concerned with regulatory, supervisory or other public disclosure 
of financial activities as well as all practice units. Copies are also available 
from the AICPA order department.
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Interpretations 
Issued on Corrupt 
Practices Act
AICPA Gold Medal 
to Go to Derieux
May 1978 Sells 
Award Wi nners 
Announced
The passage of the Foreign Corrupt Practices Act of 1977 has heightened interest 
in internal accounting control. The AICPA has several projects underway relating 
to reporting to the public on a system of internal accounting control. However, 
to answer questions on the current application of existing standards in light of 
the act, the staff of the auditing standards division has prepared three auditing 
interpretations:
□  Compliance With The Foreign Corrupt Practices Act o f 1977 — This inter­
pretation states that auditors “should not issue a report that provides assur­
ance on compliance with the internal accounting control provision of the Act.”
□  Scope o f  Study and Evaluation o f  Accounting Control and the Foreign Corrupt 
Practices Act — This interpretation suggests that the internal accounting 
control provisions of the Act do not require the auditor to expand the scope 
of his study and evaluation of internal control beyond that which is required 
by the second standard of field work.
□  Material W eaknesses in Accounting Control and the Foreign Corrupt Practices 
Act — This interpretation provides guidance to the auditor in complying 
with SAS no. 17, Illegal Acts by Clients, when a material weakness in internal 
accounting control comes to his attention.
The text of the interpretations will appear in the October Journal o f  
Accountancy.
The accounting profession’s highest award, the AICPA Gold Medal for 
Distinguished Service, will be awarded to Samuel A. Derieux of Virginia, at the 
Institute’s annual meeting next month in San Francisco.
Mr. Derieux has distinguished himself in innumerable positions including the 
presidency of the Virginia Society of CPAs, the Institute’s governing council, 
chairman of important AICPA committees and president of the Institute in 1973. 
His subsequent service has included chairmanship of a special committee to 
recommend actions in light of the Cohen Commission report.
Two “firsts” were recorded for the May 1978 Uniform CPA Examinations: 49,791 
candidates completed a total of 180,264 papers — both new highs for May 
examinations — and three of the winners of Elijah Watt Sells Awards, which are 
presented to those CPA candidates who take all four sections of the examination 
and achieve the highest grade total, are women.
Co-winners of the Sells Gold Medal, given for the highest grade total on 
the examinations, were Roger D. Guerin of Waltham, Mass., Frederick A. Bernardi 
of Pekin, Ill., and Virginia Nadine Leek of San Diego, Calif. Guerin is a Bentley 
College graduate, with highest honors, and is with the Portland, Maine, office of 
Ernst & Ernst. Bernardi, a graduate of the University of Notre Dame Law School, 
is in private law practice in Pekin. Ms. Leek is studying for an M.B.A. degree 
at San Diego State University.
Co-winners of the Silver Medal, given for the second highest grade total, 
were Pamela J. Miller of Los Angeles and Susan G. Johnson of Arlington, Mass. 
Ms. Miller, a Stanford University graduate, is presently a revenue agent in the 
IRS’s field audit division. An M.B.A. graduate of Boston University, Ms. Johnson 
is currently with Arthur Andersen & Co.’s Boston office.
Also, for the first time, a Sells Bronze Medal has been awarded to a candidate 
achieving the third highest grade total. The winner for the May 1978 examina­
tions was Jay W. Heck of Bloomington, Indiana. He is currently working toward 
an M.B.A. degree at Indiana University — Bloomington.
In addition, 68 certificates with high distinction will be awarded. The 
presentation of the Sells Award Medals will be made during the Institute’s annual 
meeting in San Francisco.
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Ten AICPA
Members
Suspended
“HowTo” Stressed 
at Timesharing 
Conference
AICPA Appoints 
Two to New AACSB 
Accreditation Arm
Under Section 7.3 of the Institute’s bylaws, membership in the Institute shall be 
suspended without a hearing should a member’s certificate as a certified public 
accountant be suspended as a disciplinary measure by any governmental 
authority.
The Florida State Board of Accountancy has suspended the CPA certificate 
of Ronald G. Crandell of Lauderhill, Florida, until October 17, 1982. His 
membership in the AICPA has been suspended until his CPA certificate is 
reinstated by the Florida State Board of Accountancy.
The Institute’s Board of Directors has interpreted Section 7.3 to also apply to 
suspension of a member’s only CPA certificate for failing to meet CPE require­
ments, unless the member is retired or disabled.
The following members have been notified of the indefinite suspension of 
their memberships coincident with the suspension of their CPA certificates 
by the Florida State Board of Accountancy for failing to comply with the state’s 
continuing education requirements:
• Robert M. Blacker, Hialeah, Florida
• Timothy J. Loncharich, Fort Lauderdale, Florida
• William J. Pabrey, Coral Gables, Florida
• Charles G. Palmer, III, Tampa, Florida
• James McKnight Rosemurgy, Boca Raton, Florida
• Ivan J. Samuels, New York, New York
• Charles L. Taylor, Hollywood, Florida
• Raul Trelles, Pompano Beach, Florida
• J. J. van der Klooster, West Palm Beach, Florida
Before their certificates may be reinstated, the Florida State Board of 
Accountancy requires individuals under suspension to complete prescribed CPE 
courses, pass prescribed written examinations or be granted exempt status by 
demonstrating that they are not engaged in the practice of public accounting in 
Florida. Suspended members who comply with the requirements and whose 
certificates are reinstated by the Florida State Board will be. reinstated to 
membership in the AICPA.
The AICPA’s Fourth Timesharing Users Conference, held September 11-12 in 
St. Louis, covered numerous topics designed to be of practical value to those who 
have had experience in the use of timesharing.
Topics included the effective use of timesharing by CPAs; tax practice with 
computers; firm administration using timesharing, word processing and mini­
computers; and estate planning with timesharing. Most of the 1½-day conference 
was devoted to these “how to” sessions, with considerable emphasis on the 
use of timesharing programs as well as case studies.
The AICPA has appointed two representatives to the new accounting accredita­
tion planning committee of the American Assembly of Collegiate Schools of 
Business (AACSB).
They are Herbert E. Miller, cochairman of the American Accounting 
Association joint committee on accreditation (the “committee of six”) and director 
of the School of Accounting at the University of Georgia, and David B. Pearson 
of Arthur Young & Company, a member of the committee of six.
At the same time, the AICPA and the AAA have decided to form the 
Accounting Accreditation Council as a supplement to the AACSB efforts if the 
additional accreditation machinery is needed. The AICPA and the AAA had 
appointed the committee of six in 1976 to establish an accreditation body but is 
phasing out this effort to participate with the AACSB program.
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Recent Publications Index to Accounting and Auditing Technical Pronouncements — This publication 
shows what technical pronouncements may bear on certain practice situations.
It covers all technical standards and semi-official material issued by the AICPA, 
FASB, CASB and SEC as of July 1, 1978. Price is $8.50; $6.80 to members.
AICPA Professional Standards — The three volumes contain all material included 
in the looseleaf service as of July 1 ,  1978. Price of set is $20 to members.
Technical Practice Aids — This paperback publication contains all questions, 
interpretations and recommendations in the looseleaf service as of July 1 ,  1978. 
Price is $8 to members (with three-volume AICPA Professional Standards,
$26.50 to members).
An Analysis o f  Earnings and Profits With Recom m endations — This is a study of 
all available data on earnings and profits, an analysis of various existing prob­
lems, plus recommended solutions. An overall proposal to simplify the computa­
tion of earnings and profits is included. Price is $5; $4 to members.
Our Basic Retirement System — Social Security: Suggestions for  Improvement — 
This study outlines the present nature of the social security system and gives 
suggestions to accomplish specific objectives. Price is $2; $1.60 to members.
All publications are available from the Institute’s order department.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the AICPA’s accounting and review services committee will be held in New York 
on October 12-13 and 14 (tentative) in the board room of the AICPA offices (fifth floor). Sessions start 
at 9:00 a.m.
The agenda will consist of consideration of comments on the exposure draft, Statement on Standards 
for Accounting and Review Services: Compilation and Review of Financial Statements. A tentative ballot 
draft of a final statement will be developed.
The next scheduled meeting of the committee is December 4-5 in Houston.
Federal Taxation
The AICPA’s federal tax division executive committee will hold an open meeting in San Francisco 
on October 5-6 at the Hyatt Union Square Hotel. The October 5 meeting will start at 2:00 p.m.; October 6 
at 9:00 a.m. The agenda follows:
October 5—p.m.
□  Approval of minutes and review of tax division activities.
□  Report of task force on developments in the area of LIFO indexation.
□  Report by subcommittee on meeting with IRS officials on various tax administrative matters.
□  Report of subcommittee on the Section 274 question on Form 1120.
October 6—a.m.
□  Discussion of IRS priority ratings of regulations projects.
□  Report of subcommittee on preparations for the Third Annual Conference on Federal Taxes.
□  Report on September meeting of Commissioner’s Advisory Group.
□  Review of tax division’s letter to the public oversight board regarding tax advisory services.
October 6—p.m.
□  Consider publication of the international tax policy task force report on the Impact of Possible 
Termination of Deferral of U.S. Tax on Income of Controlled Foreign Subsidiaries.
□  Report of task force, on developments in the area of fringe benefits taxation.
The next scheduled meeting of the committee is December 2-7 in San Diego in conjunction with the 
tax division conference.
Quality Control
An open meeting of the AICPA’s quality control standards committee will be held in Chicago at the 
O’Hare Hilton Hotel on October 12 from 10:00 a.m. to 4:00 p.m. The agenda will consist of discussion of 
comment letters on the exposure draft, Proposed Statement on Quality Control Standards: System of 
Quality Control for a CPA Firm, and consideration of the draft for publication.
Changes from these notices will be reported by the meetings information telephone service. The
number is 212/575-5694.
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Washington Briefs The Securities and Exchange Commission has adopted Article 9 of Regulation S-X 
which establishes requirements for financial statements of bank holding com­
panies. In general, the rules follow the SEC’s proposed requirements issued 
last December. The new rules also set firm requirements for disclosure by bank 
holding companies of loans to officers, directors and larger shareholders as 
well as to certain of their relatives.
Copies of the SEC’s 1,187-page Report to Congress on the Accounting Profession  
(052-070-04583-3) are now available for $8.75 each from the Government 
Printing Office, Washington, D.C. 20402. Copies of the 47-page summary report 
are also available from the SEC, Washington, D.C. 20549 (see July 1978 Letter).
The SEC recently voted to increase the dollar ceiling for securities sold under 
simplified Regulation A procedures to $1.5 million from $500,000. The increase is 
expected to revive use by small companies of Regulation A exemptions from 
the SEC’s regular and more rigorous registration requirements. Congress had 
previously approved this new $1.5 million maximum.
The SEC also agreed to make short form registration, form S-16, available for 
primary offerings by subsidiary companies without the need of a parent company 
guarantee. The action is aimed at reducing registration paperwork. Comments 
on the proposal are due by October 31.
The AICPA National Conference on Federal Taxes, sponsored by the Institute’s 
federal tax division, will be held October 30-31 in Washington, D.C. The theme of 
the conference is tax planning for small business. Topics covered will include 
tax audit problems of small business, fringe benefit taxation and negotiating the 
sale or purchase of a closely-held business. Registration fee is $150. For further 
information, contact the AICPA meetings department.
IRS Commissioner Jerome Kurtz recently announced the appointment of 15 
accountants, attorneys, business leaders and educators as members of the com­
missioner’s advisory group for 1978-79. The group meets quarterly on matters 
affecting tax administration. Accountants included are: David A. Berenson, 
Michael M. Cardenas, Madie Ivy, all of New York, and W. Joyce Watson, Dallas.
Age 70½ remains an appropriate cutoff date for individual retirement accounts 
despite passage of amendments to the Age Discrimination in Employment Act 
raising the mandatory retirement age to 70. Donald C. Lubick, Treasury assistant 
secretary for tax policy, said allowing a deduction for IRA contributions beyond 
age 70½ wouldn’t be appropriate to Congress’ original intentions.
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Board of Directors 
Meeting Highlights
AcSEC Acts on 
Several Issues
The CPA Letter
A Semimonthly News Report Published by the AICPA
Among the actions taken by the AICPA’s board of directors at its September
21-22 meeting were the following:
□  Recommended that council authorize a mail ballot of the members which 
would seek to delete from the ethics rule on advertising and solicitation the 
sentence that prohibits direct, uninvited solicitation and would revoke the rule 
that prohibits encroachment.
□  Requested a final report from the special committee on audit committees and 
offered to support cost effective action by any group that would foster audit 
committees.
□  Offered to assist the Small Business Administration with gathering factual 
data on which it could base a decision as to whether the present $2 million 
gross fee cutoff for set-aside audit work should be changed.
□  Agreed that a special committee should be appointed to develop guidelines by 
which a member could evaluate whether it would be appropriate to self- 
designate as a specialist in the event the present prohibition is challenged 
and revoked.
□  Approved for exposure a proposed reorganization of the joint trial board 
division to reduce its size.
□  Approved an arrangement whereby the National Association of State Boards 
of Accountancy, on behalf of the state boards, would review each uniform 
CPA examination and report to individual boards.
The AICPA’s accounting standards executive committee took the following
actions at its September 19-21 meeting:
□  Cleared the proposed audit guide on oil and gas reserve data for exposure 
pending review by the auditing standards executive committee at its meeting 
on October 18-19.
□  Approved the accounting matters in a proposed statement on auditing 
standards dealing with financial forecasts and projections which is now under 
review by AudSEC.
□  Approved letters of comment in response to the Financial Accounting Stand­
ards Board’s discussion memorandums on interim financial accounting and 
reporting and on nonbusiness organizations.
□  Approved a letter of comment on the proposed amendment to FASB Statement 
no. 14, Reporting Segment Information in Financial Statements that Are 
Presented with Another Enterprise’s Financial Report, and requested an 
interpretation of paragraph 39 of FAS no. 14 as it relates to hospitals.
□  Agreed to issue, after review by the FASB, a statement of position on account­
ing and reporting for nonprofit organizations not covered by existing guides.
□  Agreed to send the FASB a proposed issues paper on accounting for termina­
tion indemnities which will be exposed for public comment if the FASB 
requests the AICPA to continue with the project.
□  Cleared the proposed revision to the construction contractors audit guide 
for exposure after review by the FASB.
The next meeting of the committee will be in Houston on November 1-2.
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AICPA Conference 
Provides Forum on 
MAS Practice
The Institute’s Fifth Annual National MAS Conference, held in New York 
September 20-21, focused on various topics aimed at providing practical advice 
and ideas on major aspects of MAS practice. The conference also dealt with the 
current challenges affecting the nature and extent of MAS practice by CPA firms.
Concurrent panel sessions involved such areas as profit planning and 
budgeting for small businesses; MAS practice administration in medium-size 
offices; minicomputer applications and the MAS needs of counties and munici­
palities and how to meet them. Most of the two-day conference was devoted 
to these “how to” sessions, with considerable participation by the approximately 
200 practitioners attending.
Other sessions focused on new horizons in MAS practice development and 
on an MAS status report relating particularly to MAS concerns emanating from 
Washington, D.C. Richard H. Murray, general counsel for Touche Ross & Co., also 
spoke of the legal aspects of MAS practice.
For further information, see the December Journal of Accountancy.
Recently, the Financial Accounting Standards Board issued the following two 
interpretations:
□  No. 25, Accounting for an Unused Investment Tax Credit: An Interpretation of 
APB Opinions nos. 2, 4,11 and 16, deals with recognition of investment tax 
credits in computing financial statement provisions for income tax expense. It 
states that an investment tax credit should be recognized to the extent that 
the credit would have been realized on the tax return if taxes payable had 
been based on pre-tax accounting income. Any remaining available investment 
tax credit should then be recognized to the extent that existing net deferred 
tax credits would reverse during the investment tax credit carryforward 
period, subject to certain limitations.
□  No. 26, Accounting for Purchase of a Leased Asset by the Lessee during the 
Term of the Lease: An Interpretation of FASB Statement no. 13, clarifies the 
application of paragraph 14 of that statement as to a termination of a capital 
lease that results from the purchase of a leased asset by the lessee. The board 
also noted that the statement doesn’t prohibit recognition of a loss if a loss 
had been incurred.
Copies of the interpretations are available at 80¢ each (up to 20) from the 
FASB, Publications Division, High Ridge Park, Stamford, Conn. 06905.
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Committee Reviewing 
Comments on 
Compilation and 
Review Draft
The AICPA’s accounting and review services committee is now studying the 
responses to its exposure draft, Compilation and Review of Financial Statements. 
The issues will be discussed at the committee’s next meeting on October 12-13 
and it is expected that a tentative ballot draft will be developed soon.
During the comment period on the draft, over 350 letters were received, 
an unusually large response. Also, as a result of the cooperation of state societies 
in the Institute’s member forum program conducted by the member relations 
division, completed questionnaires were received from 2,118 forum participants 
in 43 states. According to committee Chairman William Gregory, the responses 
will be very helpful to the committee in preparing the final statement and he 
expressed the committee’s appreciation to those who participated.
FASB Issues Two 
New Interpretations
As usual, controversy was rife as 19 representatives from accounting, academe, 
financial analyst and business organizations testified at a two-day public hearing 
on interim period reporting. The hearing, held September 26-27 in New York, 
was called by the Financial Accounting Standards Board on the issues raised in 
the board’s discussion memorandum issued last May.
The memorandum, which stated no conclusions, set forth and analyzed two 
alternatives in determining interim period net income. The key issue on which 
the hearings focused concerned the way in which expenses are assigned in interim 
periods and thus, the basis for measuring an interim period’s net income.
On another matter, trustees of the Financial Accounting Foundation issued 
a statement supporting the FASB’s position on oil and gas accounting, which calls 
for a historical cost-based method. This is contrary to the SEC’s more recent 
decision to develop a value-based method. The trustees held that the board dealt 
more realistically with the problem, but noted that this is a unique situation and 
does not signal important differences between the SEC and the board in 
resolving substantial accounting issues.
IASC Issues 
Statement on 
Contingencies
The International Accounting Standards Committee has issued IAS no. 10, 
Contingencies and Events Occurring After the Balance Sheet Date. The standard, 
which is essentially the same as the proposed statement issued in mid-1977, 
describes the conditions under which loss contingencies should be accrued and 
the types of events occurring after the balance sheet date which would require 
adjustment of financial statements. It also provides guidance as to the disclosure 
procedures if these situations occur.
IAS no. 10 becomes effective January 1 , 1980. Copies may be obtained from 
the AICPA order department; list price $2, with usual discounts.
The Institute’s federal tax division will again hold a national conference on 
banking to provide participants with an update on major accounting and auditing 
matters faced by banks and CPAs. Directed to CPAs who audit banks and to 
banking executives, the conference will be held in Washington, D.C., on 
December 12-13.
Topics include recent FASB developments, special audit considerations and 
new disclosure requirements. Speakers include Senator John Tower (R-Texas) 
ranking minority member of the Senate Banking Financial Institutions Subcom­
mittee; John Heimann, comptroller of the currency; and Frederick Deane, Jr., 
chairman and president of the Bank of Virginia Company.
The fee is $195. For information, contact the AICPA meetings department.
The Securities and Exchange Commission is seeking applicants for its Profes­
sional Accounting Fellow Program which is now entering its  seventh year. Two 
individuals will be selected in early 1979 for two-year terms beginning this spring.
Candidates should have one or more years experience at the manager level 
in public accounting, the academic community or an organization providing 
equivalent experience. Also, knowledge of technical accounting and auditing 
literature and the current issues facing the profession is desirable.
Typical work assignments include the study of significant accounting 
concepts, evaluation of current reporting assignments and liaison with various 
government and professional accounting groups. Candidates must submit back­
ground data and an essay on an SEC accounting issue.
Applications are due by year-end. A brochure is available from the Office 
of the Chief Accountant, SEC, 500 N. Capitol Street, Washington, D.C. 20549.
SEC Seeks 
Applicants for 
Fellowship Program
National Conference 
on Banking Set
FASB Holds Hearings 
on Interim Reporting
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Proposed Ethics 
Rulings and 
Interpretations 
Exposed
Ethics Investigations 
Summarized
The executive committee of the AICPA’s professional ethics division has issued 
for exposure two sets of proposed rulings and interpretations.
Comments are due by December 5 on the following:
□  Proposed Interpretation 101-8 — Effect on Independence o f  Financial Interests 
in Non-Clients Having Investor or Investee Relationships with a M ember’s 
Client. A  member’s independence is discussed within these relationships.
□  Proposed modification of Interpretation 101-4(2) — Financial and Business 
Relationships That May Be A scribed to the M ember — Close Kin. Conforms 
wording with that used in other interpretations and rulings under Rule 101.
□  Proposed Ethics Ruling under Rule 101 —Member and Client Are Limited 
Partners in a Limited Partnership. Provides guidance on those investments 
which will or will not be considered to impair independence.
The following proposals answer the most frequent inquiries that were 
previously covered in the ethics rulings under Sections 491 and 591 that were 
deleted last June. Comments are due by December 8.
□  Proposed Interpretation 502-5 — Engagements Obtained Through Efforts o f  
Third Parties. Such arrangements are now permitted providing the third 
parties comply with Rule 502.
□  Proposed Ethics Ruling under Rule 501 — Employment by Non-CPA Firm. 
This is permitted, but the member must comply with all Rules of Conduct.
□  (The following proposed ethics rulings are specific situations under Ethics 
Rules nos. 502-505:) Association as an Agent; Course Instructor; Newsletter; 
Letterhead, Lawyer —CPA; Member Interviewed by the Press; Computer 
Service Franchise; Referral; Data Processing Fees Paid to Other CPAs; 
Announcement of Member’s Withdrawal from Firm; Bank Director.
Copies of the drafts are available from the professional ethics division.
In line with the Institute’s policy of reporting on disciplinary matters, the AICPA’s 
professional ethics division has updated its statistics on the disposition of ethics 
investigations by the AICPA and 40 reporting state societies of CPAs for 
the first six months of 1978.
Investigations
Open at start of year 592
Opened during period 226
Total 818 
Subtract — Dispositions in period:
Expelled — under automatic provisions of bylaws 6
Suspended — under automatic provisions of bylaws 17
Cases approved to go to Trial Board 5
Administrative Reprimand 19
Constructive Comment 48
No Violation 183
Subtotal 278
Investigations Opened at End of Period — Total 540
Active Investigation 343
In Litigation 197
Cases approved to go to Trial Board
Carry over from December 31, 1977 6
Approved this period 5
11
Trial Board Actions:
Expelled 2
Suspended 1
Trial Board hearing pending 4
Trial briefs in preparation _4_
11
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At its September meeting, the executive committee of the private companies 
practice section of the division for CPA firms received a report on the section’s 
first pilot peer review. As a result, task forces of the peer review committee will 
review the work programs and checklists and make recommendations to the 
executive committee at its November meeting.
Among other actions at the meeting, the following seven firms were approved 
for three-year terms on the executive committee:
Bourgeois, Bennett, Thokey & Hickey, New Orleans; Junkermier, Clark, 
Campanella, Stevens, P.C., Great Falls, Montana; Kuntz, Lesher, Siegrist, Martini
& Associates, Lancaster, Pennsylvania; Lathan, Lumsden, McCormick & Co., 
Buffalo.
Also, Lowrimore, Warwick & Co., Wilmington, North Carolina; Edwin E. 
Merriman & Co., Lubbock, Texas; and Mize, Houser, Mehlinger & Kimes, Topeka, 
Kansas.
Task forces were also established to recommend changes in the structure and 
function documents, to nominate a chairman for the committee and to develop 
the first national conference for PCPS members to be held April 30-May 1 ,  1979.
NOTICE OF AICPA PUBLIC MEETINGS
AICPA Council
An open meeting of the AICPA’s council will be held at the San Francisco Hilton Hotel on 
October 21. The meeting will convene at 9:00 a.m. in the Continental Ballroom. In addition to the 
regular items of business, including the proposed budget and various elections, the following items 
will be discussed for possible action:
□  Authorizing the management advisory services executive committee to promulgate technical 
standards under Rule 204 with respect to the offering of MAS.
□  Amending the Rules of Conduct to delete Rule 401-Encroachment and to drop from Rule 502- 
Advertising and Other Forms of Solicitation, the sentence prohibiting direct, uninvited solici­
tation of a specific potential client.
□  Requiring that trial board disciplinary hearings be open to the public.
□  Clarifying, in one document, AICPA educational policies currently in force and revising certain 
portions of the curriculum in Appendix D of the Beamer Report, “Academic Preparation for 
Professional Accounting Careers.”
Auditing Standards
An open meeting of the AICPA’s auditing standards executive committee will be held on 
October 18-20 in Los Angeles at the Beverly Hilton Hotel. Meetings start at 9:00 a.m.
O ctober 18 - a.m. (Closed session in p.m.)
□  Auditors’ Reports. (Report of task force.)
O ctober 19 - a.m.
□  Analytical Review. (Consider draft for publication.)
□  Reconsideration of SAS nos. 10 and 13. (Consider draft for publication.)
□  Corporate Conduct Task Force. (Report of task force.)
O ctober 19 - p.m.
□  Oil and Gas Reserve Data. (Consider draft for exposure.)
O ctober 20 - a.m. and p.m.
□  Financial Forecasts. (Discussion of preliminary draft.)
Changes from these notices will be reported by the meetings information telephone service.
The number is 212/575-5694.
PCPS Peer Review 
Committee to 
Review Program
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Washington Briefs A bill (HR 14138) to mandate uniform standards for public pension plans was
introduced in the House recently. The bill is sponsored by Representatives John 
Dent (D-Pa.), chairman of the House Pension Task Force, and John Erlenborn 
(R-Ill.), who were instrumental in the passage of ERISA. For further information, 
see the September 20 Federal Register.
In Rel. No. 33-5973, the Securities and Exchange Commission has published the 
revised Article 9 of Regulation S-X (see September 25 Letter). These new rules 
provide requirements for form and content of financial statements of bank 
holding companies and banks. The rules are effective for financial periods 
beginning after December 24, 1978.
A contract to survey the views of small businessmen about their accountants has 
been let by the Federal Trade Commission. The contractor has agreed to contact 
some 2,250 business units (franchise operations) to obtain their opinions relating 
to their accountants and areas such as advertising, solicitation, incompatible 
occupations, competitive bidding and form of practice.
Senator Gaylord Nelson (D-Wisc.) recently introduced legislation to reform the 
depreciation system for small business. The bill, S 3493, would allow deprecia­
tion deductions to be taken over a three-year period for purchases of up to 
$100,000 of machinery and equipment. The provision would be optional, and 
those companies electing it would apply only straight-line depreciation.
The Cost Accounting Standards Board has issued final rules for accounting for 
insurance costs. The rules will provide standards for measuring insurance costs, 
assigning costs to accounting periods and allocating insurance costs to objectives. 
The rules are effective as of July 10, 1979. For further information, see the 
September 20 Federal Register.
Amendments to the summary annual report (SAR) have been issued by the 
Labor Department. These amendments clarify existing temporary regulations 
concerning the content, style and format of the SAR which must be furnished to 
ERISA plan participants and beneficiaries. For further information, see the 
September 15 Federal Register.
The Intergovernmental Grant System: An Assessment and Proposed Policies is 
the title of a recent report issued by the Advisory Commission on Intergovern­
mental Relations. Besides providing an overview of certain elements of the 
commission’s study of the federal and state aid system, the report contains a 
strategy for grant reform. For information, call the ACIR at 202/653-5536.
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FASB Suspends 
Oil and Gas Rule 
Effective Date
SOP Set on 
Property and 
Liability Insurance 
Companies
Conference on 
Current SEC  
Developments Set
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board recently voted to suspend the effective 
date of its Statement no. 19, Financial Accounting and Reporting by Oil and 
Gas Producing Companies.
The FASB’s move follows the Securities and Exchange Commission’s recent 
decision to opt for a new accounting method for oil and gas companies based 
on the value of their reserves (see September 25 Letter), thus rejecting the board’s 
“successful efforts” accounting method embodied in Statement no. 19. The 
FASB’s suspension will be brought about by an amendment to Statement no. 19, 
an exposure draft of which will be issued in the near future. Statement no. 19 
was to be effective for fiscal years starting after December 15, 1978.
Other problems the FASB faces in regard to oil and gas accounting include:
□  To what extent the FASB will become involved with consideration of value- 
based accounting methods for oil and gas producing companies.
□  The issue of preferability of accounting methods for which the board is 
responsible.
□  Whether the board wants to exclude from the suspension the tax allocation 
provisions in Statement no. 19 which had superseded its Statement no. 9, 
Accounting for  Incom e Taxes—Oil and Gas Producing Companies.
The FASB will consider these matters in preparing its amendment.
The Institute’s accounting standards division has approved a statement of position 
on Accounting for  Property and Liability Insurance Companies. SOP 78-6, 
which was prepared for consideration by the Financial Accounting Standards 
Board, would amend AICPA Industry Audit Guide, Audits o f  Fire and Casualty 
Insurance Companies.
The division believes it is not desirable to have alternative accounting 
methods in the property and liability insurance industry. Thus, this SOP provides 
the division’s conclusions on accounting methods that should be used in areas 
in which alternatives exist. The conclusions set forth pertain to areas such as the 
timing of premium revenue recognition, deferred acquisition costs, premium 
deficiencies and valuation of investments.
Copies of the SOP will be available later this month from the AICPA order 
department.
The Institute’s committee on SEC regulations will again sponsor a national con­
ference on current SEC developments, which will focus on the problems and 
needs of practitioners and financial executives dealing with the commission. The 
sixth national conference will be held in Washington, D.C., on January 9-10, 1979.
Topics include internal control and questionable corporate payments, 
segment reporting, small business registration and reporting requirements and 
structure and organization of the SEC. Speakers include FASB chairman Donald 
J. Kirk and A. Clarence Sampson, SEC chief accountant.
Registration is $195. For further information, contact the Institute’s meetings 
department.
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FASB Holds 
Hearings on 
Nonbusiness 
Accounting
There is no reason for the Financial Accounting Standards Board to consider 
a conceptual framework for the federal government since statutory authority to 
set accounting principles for federal executive agencies rests with his office, 
said Elmer B. Staats, comptroller general of the U.S. Testifying at the FASB’s 
public hearings on a conceptual framework for nonbusiness organizations, 
he added that state and local governments have long looked to the National 
Council of Government Accounting as the authoritative body for prescribing 
accounting principles.
Staats said that a joint FASB-NCGA project for developing a conceptual 
framework would perhaps be feasible.
Speaking for the AICPA, Arthur R. Wyatt, chairman of the accounting stand­
ards executive committee, declared that the FASB is the only body having the 
“combination of independence and available expertise needed to establish con­
cepts and standards that will lead to information that not only is relevant and 
reliable, but is also neutral.”
In all, 19 representatives of business and nonbusiness organizations, as well 
as accounting firms, testified at the two-day hearing held October 12-13 in 
Washington, D.C. Hearings were also scheduled for San Francisco on October 
19-20 at the Clift Hotel and in Chicago at the Ritz Carlton Hotel on November 3 
starting at 9:00 a.m.
Fraud Detection
Subcommittee
Established
The AICPA has established a standing subcommittee on perpetration and detec­
tion of fraud to study and publish analyses of various types of fraud and methods 
of their detection, as recommended by the Commission on Auditors’ Responsi­
bilities. Subcommittee Chairman Donald Zeigler, a partner at Price Waterhouse & 
Co., said their work will require the cooperation of practitioners and accounting 
firms. Thus, the subcommittee would appreciate receiving answers to the follow­
ing questions from practitioners who believe they possess information relevant 
to the committee’s charge:
□  Would you be willing to supply the subcommittee with educational material, 
training manuals, newspaper articles or journal publications that you may 
have available at present? (If yes, briefly describe such material.)
□  Would you be willing to submit to the subcommittee disguised descriptions
of cases which you have encountered which would be included in a summary 
of environmental characteristics surrounding fraud? These descriptions 
could include frauds that you detected during audits or may otherwise have 
encountered.
The subcommittee would also be interested in any practitioner’s view of the 
materials it could prepare which would be useful in audit practice.
For further information, contact George Zuber at the Institute.
Decision on 
Division for Firms 
to Be Appealed
Four of the original 18 petitioners have filed a notice of appeal from the dismissal 
of their petition to enjoin the AICPA from further implementing the division 
for CPA firms without a membership referendum.
Two months ago, the New York State Supreme Court found that the new 
division and sections were established within the provisions of the Institute’s 
bylaws and did not create new classes of membership.
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AICPA Holds First 
S&L Association 
Conference
Senator Thomas J. McIntyre (D-N.H.), member of the Senate Banking Sub­
committee on Financial Institutions, said recently that there should be a “thought­
ful dismantling” of statutory and regulatory controls in order to promote greater 
competition among financial institutions.
Speaking before the AICPA’s first national conference on savings and loan 
associations, McIntyre said that outdated bans and regulations “must give way 
to greater competition among financial institutions and greater convenience to the 
American public, consistent in all cases with adequate consumer safeguards.”
The conference, held in Washington, D.C. on September 28-29, also focused 
on audit and accounting procedures for savings and loan associations. Much 
attention was directed to the newly revised AICPA audit and accounting guide 
for S&Ls, which is expected to be issued shortly.
Other speakers included: Garth Marston, member and past chairman of the 
Federal Home Loan Bank Board; Lawrence Connell, head of the National 
Credit Union Administration; Stuart Davis, president of the U.S. League of 
Savings and Loan Associations; and A. Clarence Sampson, SEC chief accountant.
At a meeting of a hearing panel of Regional Trial Board IX in Tampa, Florida, 
on August 1 7 , 1978, the ethics charging authority presented a case against Sylvia 
Karo of Key West, Florida. The member was charged with violating the AICPA 
and Florida Institute rules on accounting and auditing standards in preparing 
a substandard report on the financial statements of a client.
The hearing panel found Ms. Karo guilty of the technical standards violations 
as charged and decided that her membership in the Florida Institute of CPAs 
and the AICPA should be suspended for one year beginning August 17, 1979 
unless, prior to that date, a peer review of her practice has been completed.
The member did not request a review of the panel’s decision and it therefore 
became effective on September 16, 1978.
NOTICE OF AICPA PUBLIC MEETING
Accounting Standards
An open meeting of the AICPA’s accounting standards executive committee will be held in 
Houston on November 1-2 at the Warwick Hotel. Sessions will start at 9:00 a.m.
November 1 — a.m.
□  Chairman’s report; Intercorporate Income Tax. (Consider draft for publication.)
November 1 — p.m.
□  Real estate acquisition development and construction costs. (Consider draft for exposure.)
□  Finance subsidiaries. (Discussion of preliminary draft.)
November 2 — a.m.
□  Title insurance companies. (Consider draft for exposure.)
□  Investments of Stock Life Insurance Companies. (Consider draft for publication.)
□  Uncertainties. (Discussion of preliminary draft.)
November 2 — p.m.
□  Involuntary conversions. (Discussion of preliminary draft.)
□  Motion picture films. (Consider draft for publication.)
□  Stock appreciation rights — letter of comment. (Consider draft for publication.)
The next scheduled meeting of the committee is in New York on December 5-7.
Changes from this notice will be reported by the meetings information telephone service.
The number is 212/575-5694.
AICPA Member 
Suspended: 
Suspension Stayed
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Special Feature
PEER REVIEW PROGRESS REPORT
Where does peer review stand — what’s available — what about state society and 
association involvement? Here are some answers.
The quality control standards committee is the senior technical committee 
responsible for issuing pronouncements on quality control standards for all 
AICPA members and member firms of the division for CPA firms. An exposure 
draft of its first statement was issued in July. The committee is currently 
considering the comments received.
All firms preparing for an official quality control review either under the 
voluntary program or as members of the division for CPA firms should prepare a 
quality control document. Guidance on preparing such a document for a two- 
partner firm and a four-partner firm is available in an AICPA booklet on Sample 
Quality Control Documents for Local CPA Firms. A  similar sample document 
for sole practitioners will be available about December 15.
The quality control standards committee is also responsible for providing 
advice and assistance to firms of AICPA members regarding their quality control 
programs. Firms may submit their quality control documents for a preliminary 
confidential review (quality control document reviews). They also may request 
that an unofficial confidential field review (preliminary quality control pro­
cedures reviews) be made of their system of quality control.
These reviews, which firms may wish to utilize as a means of preparing 
for an official peer review under the sections for CPA firms, can be obtained by 
sending a request to the AICPA’s quality control standards committee. The 
document review is available at a fixed fee of $150. The cost of confidential field 
reviews is based on per diem rates for the reviewers and their out-of-pocket 
expenses.
Official peer reviews of firms that are members of the sections for firms are 
administered by the peer review committees of the two sections. These com­
mittees establish the standards, policies, and procedures to be followed in con­
ducting and reporting on such peer reviews. The following summarizes the 
present status of the development of these policies and procedures.
The SEC practice section has issued a peer review manual which includes, 
among other things, standards for performing and reporting on peer reviews 
and necessary instructions and checklists. The first peer reviews under this 
section are scheduled for this fall.
The private companies practice section is developing a similar manual which 
is expected to be completed by April, 1979. In the meantime, firms that are 
members of the section or anticipate becoming members, can gain some guidance 
from the Voluntary Quality Review  Program  booklet. It discusses quality con­
trol policies and procedures and performing and reporting on reviews. The 
booklet can be obtained without charge from the AICPA’s order department. The 
first peer reviews under the private companies practice section are expected to 
begin next spring.
Early in August, letters were sent to associations of firms by the private 
companies practice section explaining how reviews conducted under association 
auspices might qualify as independent reviews. At the same time, letters were 
sent to state societies explaining how the societies can become involved in 
the administration of such reviews. The SEC practice section currently has these 
matters under consideration and expects to establish its policies on such reviews 
by next spring.
For further information on any aspect of peer review, contact Ted M. Felix 
at the AICPA (212) 575-6396.
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Field investigators of the Federal Trade Commission, operating out of the Chicago 
regional office, are putting the final touches on their report as to whether there 
are any restraints on entry to the profession and whether organizations restrict 
competition among accountants. Their nonpublic report, including recommen­
dations, will be forwarded to Washington in the next several weeks and, after 
review by the staff of the Bureau of Consumer Protection, will be submitted 
to the commissioners for examination and possible action.
The principal objective of the investigation, which was started in March 1977, 
is to ensure that the state licensing functions “are being carried out consistently 
with federal policies relating to free competition.” The FTC also examined the 
degree of possible control over the profession by the major firms.
The commission had announced that the existence of the investigation did 
not imply that any violations of law have occurred.
Accounting Research Monograph No. 3: Financial Reporting and Evaluation of 
Solvency — This publication by Loyd C. Heath deals with the types of data that 
are needed to evaluate a company’s solvency and methods for better commu­
nicating that information to financial statement users. Price is $7.00; $5.60 to 
members.
New Guides for the Professional Accountant (Fall 1978 Edition) — This edition 
contains 14 significant articles from the past year’s Journal of Accountancy.
Price is $4; $3.20 to members.
Accounting Trends & Techniques — 1978 — The 32nd annual edition of this guide 
presents a survey of accounting practices followed in 600 stockholder reports 
for fiscal years that ended no later than January 31, 1978. Price is $30; $24 to 
members.
All publications are available from the Institute’s order department.
The Institute has prepared a booklet, What Else Can Financial Statements Tell 
You?, for use in the current national public relations campaign for state societies, 
The CPA as Auditor. It is designed to indicate how to use financial data to 
answers nonfinancial questions, and is meant as a “leave with” piece for speakers, 
a teaching aid and an information source for general audiences. Copies are 
available at 15¢ each from state society offices.
1978 ALPHABETICAL LIST OF MEMBERS TO  BE AVAILABLE IN DECEMBER
A new directory which lists the names and 
addresses of all members as they appeared in 
AICPA records as of July 31, 1978 will be 
ready for distribution later this fall. The direc­
tory is available only to AICPA members, 
banks and other organizations that may need 
it for reference purposes.
Each entry in the directory includes the 
member’s name and address and the year of 
admission to membership. An asterisk indi­
cates that a member is engaged in public ac­
counting practice and the titles of non-prac­
ticing members are shown, if available.
AICPA members who wish to order the 
1978 Membership Directory are requested to 
do so now so that we may more accurately
estimate our printing needs. A nominal charge 
of $10 has been set in order to recover part of 
the preparation, printing and mailing costs.
To order, please return this form with your 
check to AICPA order department.
member’s name
firm
address
city state zip
□  1978 Membership Directory (010360) $10.00
Add 8°/o sales tax in N.Y.C. Elsewhere in New York 
state add 4% state tax plus local tax if applicable.
FTC Wrapping Up 
Accounting 
Competition Probe
Recent Publications
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Washington Briefs For the first time, “public accountant/auditor” in accounting firms will be
included in the 1979 National Survey of Professional, Administrative, Technical 
and Clerical Pay. The survey is conducted annually by the Bureau of Labor 
Statistics and serves as the basis of federal white collar pay. Using government- 
developed definitions, the survey approximates General Service (GS) grades 7,
9,11 and 12. Randomly selected firms will be contacted between January 1 , 1979 
and the end of May.
The staff of the Cost Accounting Standards Board has issued a staff issues paper 
presenting major conceptual issues relative to the allocation of selling and 
marketing costs. Cost accounting issues include terminology and definition, 
homogeneity of pools and selection of allocation bases. Comments are due by 
November 20.
A company’s chief financial officer and its chief accounting officer are the wrong 
choices to oversee its internal audit staff, says SEC Chairman Harold Williams. 
In a recent speech in Los Angeles, he added that supervision by these two 
executives “inevitably” would place “substantial conflicting pressures” on the 
independence of internal auditors.
The filing deadline for 1977 tax returns for some individuals qualifying for the 
foreign earned income exclusion of Section 911 has been extended until 
November 1 5 , 1978. In Information Release 2040, the IRS said the new extension 
is limited to those qualifying for the exclusion who were traveling outside the 
U.S. and Puerto Rico on April 17, 1978.
Checklist for  Profit Watching is the title of a new SBA management publication 
which contains data on analyzing profits, their sufficiency and trend and the 
contribution of product lines or services. A complete list of SBA pubications 
which may be useful for profit analysis and financial planning is available free 
from the SBA, 1441 L Street, N.W., Washington, D.C. 20416.
The Federal Deposit Insurance Corporation has issued proposed revisions to the 
reports of income and to the report of condition that mutual savings banks file. 
The revisions are geared to bring reporting by mutual institutions closer to 
current accounting principles as well as to meet the need for financial data for 
both regulatory and statistical purposes. Comments are due by November 15, 
and copies of the revisions are available from the FDIC Office of Information 
(202/389-4221).
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Record Attendance 
at Annual Meeting
AICPA Officers 
Elected for 1978-79
The CPA Letter
A Semimonthly News Report Published by the AICPA
More than 3,300 CPAs, spouses and guests descended on San Francisco last month 
to sample its cultural and social attractions, as well as to participate in a wide 
variety of technical meetings. The occasion was the AICPA’s 91st Annual 
Meeting. Although this was a record attendance, Donald Schroeder and his hospi­
tality committee were more than equal to the occasion.
The first official function was the meeting of Council on Saturday, October 
21 [see page 3). The annual business meeting was called to order on Monday 
morning, chaired by outgoing chairman Stanley J. Scott. During this session, 
Samuel A. Derieux, recipient of the CPA Gold Medal for distinguished service, 
called for further efforts at self regulation and urged the profession to continue to 
examine its performance in relation to expectations.
Eli Mason of New York, one of the four petitioner/appellants who filed a 
notice of appeal in the lawsuit regarding the establishment of the division for 
firms, announced the withdrawal of the appeal and termination of the suit. He 
then introduced a resolution that was adopted by voice vote. The resolution 
calls for the Institute’s chairman to appoint a task force drawn from medium-size 
and smaller firms to consider the “present viability and future prospects of such 
firms.” The task force will have a life of 24 months and will report to members 
of the Institute prior to the 1979 annual meeting.
Among the guest speakers during the next two days were
□  U.S. Senator S. I. Hayakawa (R-Calif.), who discussed the reasons for trade 
imbalances and export declines;
□  William E. Colby, former CIA director, whose talk on the international scene  
emphasized the issues arising from the demands of less developed countries;
□  Author and news commentator Elizabeth Drew, who outlined the changing 
power structure in Washington and answered members’ questions;
□  Alan Greenspan, former chairman, Council on Economic Advisors, who dis­
cussed inflation in terms of government spending, regulations and taxpayers 
revolt.
Simultaneous panel sessions, which constituted the bulk of the program, 
included discussions on Washington, federal taxation, division for firms, account­
ing and auditing standards and retirement agreements, among others.
Joseph P. Cummings of New York headed the slate of AICPA officers elected by 
the Institute’s governing Council at its October 21 meeting.
In addition to Mr. Cummings, deputy senior partner and vice chairman of 
international relations for Peat, Marwick, Mitchell & Co., who became chairman 
of the Board of Directors, William R. Gregory, managing partner of Tacoma/ 
Seattle-based Knight, Vale & Gregory, was elected vice chairman of the Institute.
The new vice presidents for the coming year are John L. Fox, senior vice 
president — finance and administration, Bessemer Securities Corporation, New 
York; Bernard Z. Lee, managing partner, Seidman & Seidman, Houston; and 
John L. Ricketts, senior partner, Stockton Bates & Company, Philadelphia. Re­
elected treasurer was Harry R. Mancher, senior managing partner, S. D. Leiders­
dorf & Co., New York.
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Outgoing AICPA 
Chairman Calls for 
Continued Unity
Noting that a sense of unity is essential for an effective organization, outgoing 
AICPA chairman Stanley J. Scott said such a sense is vital in the months ahead to 
face the continuing challenges affecting the profession.
In his farewell address at the Institute’s annual meeting, October 23, Mr. Scott 
noted that perhaps the single most important Institute activity has been the 
establishment and implementation of the division for firms, which was approved 
by Council at the 1977 annual meeting. The success of this structure has resulted 
in the AICPA strengthening its “ability to carry out the programs designed to 
improve audit performance and minimize the need for federal regulation of the 
profession,” he added.
Among the other significant actions taken by the AICPA this year were the 
opening of certain Institute meetings, modification of the Rules of Conduct 
affecting advertising and restructuring of the auditing standards executive 
committee.
Stating that while a track record has been established, Mr. Scott said that 
further progress is “needed to allay the concerns of those who, nevertheless, 
continue to give us much needed support at this time.” Particular concerns 
indicated include the credibility of peer reviews, the Public Oversight Board’s 
authority and the scope of service issue as it pertains to MAS activities.
The year ahead, he concluded, hopefully will overcome these evidences of 
disunity in the profession. Time and further acceptability of the division for firms, 
he added, “should put aside any lingering fears and make us hopefully more 
united.”
Cummings Urges 
CPAs to 
“Pull Together”
“We must pull together to make sure our self-regulation is effective and needs no 
governmental band-aids,” said Joseph P. Cummings, the AICPA’s new chairman. 
In his inaugural remarks at Tuesday’s luncheon, Mr. Cummings urged CPAs to 
“look forward together and in unity.” The disparity in the size of the firms whose 
members are in the AICPA and the number of Institute members who are not 
in public practice could be a mixture “which is bound to fragment our profes­
sion,” he said, adding that if we let this occur, “we play right into the hands of 
government.”
“The manner in which we solve our current problems and the spillover 
effects of whatever compromises we negotiate with those who rule us, will 
severely affect all of us who regard the CPA certificate with dignity and pride,” 
he continued.
Major issues confronting the profession, noted Mr. Cummings, include: 
peer review procedures, the confidentiality of working papers, audit committees, 
scope of services and restructure of AcSEC’s relationship with the FASB to 
provide greater input. Another key point is “the harmonization of our professional 
standards internationally and the facilitation of professional practice across 
national borders,” said the vice chairman of international relations for Peat, 
Marwick, Mitchell & Co. However, he pointed out, enormous strides have been 
made in this profession to respond to the avalanche of criticism.
In conclusion, he added that the size of a firm is “relative and subjective,” 
and no firm should feel at a disadvantage to another on the basis of size. “We all 
have the same problems — the issues of self-regulation and government inter­
ference are common to the entire profession.”
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Council Meeting 
Highlights
Achievement 
Awards Presented 
in San Francisco
At its October 21 meeting, the AICPA council approved for mail ballot by the 
membership two proposed changes in the Rules of Conduct. The first calls for the 
deletion of Rule 401—Encroachment, on the grounds that it has been rendered 
meaningless by the new advertising rule adopted earlier this year.
The second proposal drew considerable discussion before it was narrowly 
approved for referendum (106 to 103). It would delete the last sentence of Rule 
502—Advertising and Other Forms of Solicitation, which reads: “A direct 
uninvited solicitation of a specific potential client is prohibited.” Upon a motion 
from the floor, council resolved 130 to 69 that it be clearly indicated that the 
vote on solicitation was merely to authorize a referendum and that council did 
not support the proposal.
In other areas, council took the following actions, among others:
□  Adopted a resolution designating the MAS executive committee authority 
under Rule 204 to establish technical standards with respect to the offering of 
management advisory services, subject to review by any affected senior 
technical committees.
□  Rejected a proposal, under Section 7.3 of the bylaws, that would have provided 
for disciplinary hearings to be open to the public.
□  Approved, with two clarifying changes, a task force report that will now 
represent AICPA policy, stated in a single document, on educational require­
ments for entry into the accounting profession. This report is a description 
of current AICPA policy with some modifications of the Beamer Report of 
1969 previously approved by council.
The approved document includes an appendix which presents a sample 150 
semester program covering general education, general business education and 
accounting education. It will be published separately as a guide to educators. The 
full report, AICPA Policy on Education Requirements for  Entry into the 
Accounting Profession, is expected to become available by the end of the year.
□  Rejected a proposal submitted by the Maine Society of Public Accountants 
that the private companies practice section of the division for CPA firms
be dissolved and that the name of the SEC practice section be changed to the 
division of CPA firms.
Samuel A. Derieux of Virginia, an Institute past president, was awarded the 
profession’s highest honor at the annual meeting. He was presented with the 
AICPA’s Gold Medal for distinguished service to the accounting profession (see 
September 25 Letter) by Marvin L. Stone, chairman of the awards committee.
At a special breakfast, the highest scorers on the last two CPA examinations 
were presented with the Elijah Watt Sells Awards. New records were set for 
both examinations; 49,112 candidates and 180,878 papers in the November 1977 
examination and 44,036 candidates who completed 160,504 papers in May 1978, 
a new high for the spring examination.
N ovem ber 1977 — Co-winners of the gold medal for the highest total grades 
were John P. Murrin of Indian Head, Maryland and Bruce M. Pollock of North­
brook, Illinois. The silver medal for the second place score went to Michael 
N. Lindh of Chicago.
May 1978 — More ties were in evidence for the spring examination. The three 
gold medalists are as follows: Frederick A. Bernardi of Pekin, Illinois; Roger 
D. Guerin of Waltham, Massachusetts and Virginia N. Leek of San Diego. Second- 
place silver medals went to Susan G. Johnson of Arlington, Massachusetts and 
Pamela J. Miller of Los Angeles. For the first time a bronze medal was awarded to 
the third highest scorer. It was presented to Jay W. Heck, Bloomington, Indiana.
Also, 68 certificates for high distinction have been awarded for each of the 
examinations.
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FASB Inaugurates 
New Publication 
Series
Gellein to Retire 
From FASB
Recent Publications
NASBA Elects 
Officers for 1978-79
The Financial Accounting Standards Board has begun a new series, “Invitations 
to Comment,” to solicit comments from interested parties prior to the board’s 
deliberations on a subject. Unlike discussion memorandums, invitations do not 
result from a board task force and do not include alternative methods for 
resolving the issues. Also, the FASB has not deliberated on the conclusions.
The first of the new series, Accounting for Certain Service Transactions, 
deals with service transactions not presently covered by existing pronounce­
ments. The board has added a project on this subject to its technical agenda at the 
request of the AICPA’s accounting standards division which issued an exposure 
draft last year (see June 2 7 , 1977 Letter) as well as a subsequent issues paper 
to the board. The text of the AICPA draft is included in the invitation and “repre­
sents an attempt by the board to utilize the resources of the division.”
The FASB’s project is aimed at determining the events or circumstances that 
result in recognizing revenues and expenses for certain service transactions.
The FASB will likely issue an exposure draft and hold public hearings based on 
its deliberations.
Comments are due by January 2 2 , 1979 and up to five free copies may be 
obtained until that date from the FASB, Publications Department, High Ridge 
Park, Stamford, Conn. 06095. Subsequently there will be a charge for copies.
Oscar S. Gellein, a member of the Financial Accounting Standards Board since 
1974, has announced his intention to retire from the board on December 3 1 , 1978, 
two years before the expiration of his term.
Citing personal reasons, Mr. Gellein, who had come out of retirement to join 
the board, plans to devote more time to his family. He is a former partner of 
Haskins & Sells (now Deloitte Haskins & Sells) and served on the Accounting 
Principles Board and the study group on objectives of financial statements. He 
holds the AICPA’s Gold Medal for distinguished service to the profession.
Financial Report Survey no. 17: Illustrations o f  Accounting for  Debt Under Four 
Pronouncements — This report surveys the application of APB Opinion no. 26 
and FASB Statement nos. 4, 6 and 15. The examples are from the published 
annual reports of the more than 8,000 companies stored in the AICPA National 
Automated Accounting Research System. Price is $8; $6.40 to members.
Representation Letter — This booklet discusses why a representation letter is 
required, what management’s responsibilities are, and how such a letter can 
benefit management. The text of the illustrative representation letter in SAS 
no. 19 is included. Price is 15 cents a copy; 12 cents to members with a minimum 
order in all cases of 20 copies. Usual quantity discounts.
Copies of the publications are available from the AICPA order department.
At its annual meeting in San Francisco on October 17-20, the National Association 
of State Boards of Accountancy elected the following officers for 1978-79: 
President—C. Richard Spriggs, partner, Arthur Young & Company; President- 
Elect—Thomas F. Cardegna, chairman of the department of accounting at the 
University of Baltimore; Vice President—Robert C. Ellyson, partner, Coopers & 
Lybrand; A. Leighton Platt, partner, Peat, Marwick, Mitchell & Co.; and Donald L. 
Schoedel, partner, Schoedel and Schoedel; Treasurer—Kermit J. Berylson, 
partner, Main & Lafrentz.
The two and a half-day meeting also focused on major issues facing the 
regulation of the accounting profession and the responsibilities of state boards 
of accountancy.
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NOTICE OF AICPA PUBLIC MEETINGS
Accounting and Review Services
An open meeting of the AICPA’s accounting and review services committee will be held on December
4-5 in Houston at the Hyatt Regency Hotel. The meetings will start at 9:00 a.m. The agenda follows:
December 4
□  Statement on Standards for Accounting and Review Services: Compilation and Review of Financial 
Statements. (Consider draft for publication.)
December 5
□  Reporting on Comparative Financial Statements. (Discussion of outline.)
Auditing Standards
An open meeting of the Auditing Standards Board will be held in the AICPA Board Room in New York 
on November 29-30. Meetings run from 9:00 a.m. to 5:00 p.m.
On November 29, discussions will deal with Quality Control for Auditors, Reconsideration of Sections 
516 & 517 and Using the Work of Specialists.
On November 30, reports of task forces on Reporting on Internal Accounting Control and Communica­
tion Between Auditors will be discussed.
The next scheduled meeting of the board is January 9-11, 1979 in New York.
Federal Taxation
An open session of the meeting of the federal taxation executive committee will be held on December 2, 
in Coronado, California at the Hotel del Coronado starting at 1:30 p.m. There will be discussion of the 
following reports:
□  Impact of Possible Termination of Deferral of U.S. Tax on Income of Controlled Foreign Corporations.
□  Division Study on Taxation of Fringe Benefits.
□  Meeting of International Subcommittee with International Tax Counsel, Department of Treasury.
□  Survey and Meetings of the Indices for LIFO Purposes Task Force.
□  Meeting of the Tax Administration Subcommittee with IRS on Tax Administration Problems.
The next scheduled meeting of the committee is December 7 in Coronado.
Management Advisory Services
The AICPA’s management advisory services executive committee will hold an open meeting on Novem­
ber 28 at the O’Hare Hilton Hotel in Chicago. The meeting starts at 9:30 a.m. The following topics will be 
discussed:
□  Report on AICPA Annual Meeting and Council Decision on Standards Authority.
□ Report on Planning for 1979 MAS Annual Conference.
□  Reports of MAS Subcommittees on Plans for 1978-79.
□  Planning for 1978-79 MAS Executive Committee Meetings.
Professional Ethics
The AICPA’s professional ethics executive committee meeting will be held in New Orleans at the Royal 
Orleans Hotel on November 29. The meeting will run from 9:00 a.m. to noon and from 1:30 p.m. to 5:00 p.m. 
The following drafts will be considered for publication:
□  Modification of Ethics Interpretation 101-1 — Honorary Directorships.
□  Ethics Interpretation 101-7 — Application of Rule 101 to Professional Employee.
□  Ethics Ruling under Rule 101 — Employee Benefit Plans: Member’s Relationships with Participating 
Employer(s).
□  Ethics Ruling under Rule 101 — Participation of Member’s Spouse in Employee Stock Ownership Plan 
of Client.
□  Ethics Interpretation 501-2 — Discrimination in Employment Practices.
□  Modification of Interpretation 502-2 — False, Misleading or Deceptive Acts.
□  Modification of Interpretation 502-4 — Self Designation as Expert or Specialist.
The following drafts will be considered for exposure:
□  Ethics Ruling under Rule 504 — Location of Separate Business.
□  Ethics Ruling under Rule 505 — Data Processing: Billing Service.
□  Ethics Ruling under Rules 503 & 505 — Data Processing: Joint Venture.
Consideration will also be given to withdrawing Ethics Ruling under Rule 301 — Confidentiality of 
Names of Clients.
The next scheduled meeting of the committee is February 14 , 1979 in Los Angeles.
Changes from these notices will be reported by the meetings information telephone service.
The number is 212/575-5694.
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Washington Briefs The Securities and Exchange Commission has adopted voluntary guidelines to
encourage financial forecasts and at the same time proposed “safe-harbor” rules 
for companies and their officers. The guidelines and proposals generally follow 
plans initially outlined by the SEC in April 1976 (see May 24, 1976 Letter). A 
final text will be issued shortly. 
The Internal Revenue Service, in IRS 2048, lifted the requirement for an annual 
form to be filed, supporting a tax deduction for an individual’s retirement plan. 
Only those taxpayers owing certain taxes related to the plans such as those 
owing excess contribution taxes will have to file the forms, said the IRS.
About 350 CPAs attended the AICPA’s National Tax Conference in Washington 
on October 30-31. With small business concerns as its theme, featured speaker 
John Samuels of the Treasury Department said that proposals would be issued 
soon to simplify ADR depreciation and LIFO inventory use for small businesses. 
Director David Smoak of the White House Conference on Small Business sum­
marized plans for the conference to be held in 1980. Panel sessions dealt with a 
variety of tax considerations facing small business.
The White House has sought AICPA assistance in finding candidates for the
12 new Inspector General positions created by PL 95-452. These presidentially 
appointed positions, in the $47-50,000 range, will be responsible, among other 
things, for the supervision and coordination of audits and investigations of 
agency programs and operations. For further information, call the AICPA 
Washington office, (202/872-8190).
Recently, Thomas F. Eagleton (D-Mo.), chairman of the government efficiency 
subcommittee of the Senate Governmental Affairs Committee, said the AICPA’s 
activities to bolster public confidence in the accounting profession “appear to be 
falling short of what people outside the profession believe is necessary.” In 
remarks prepared for the Missouri Society of CPAs, he added that his three main 
areas of concern for the profession were legal liability for negligent acts of 
auditors, the scope of limitations question and auditors’ reporting of criminal or 
illegal acts.
The SEC, in Rel. no. 34-15230, has outlined procedures designed to review mate­
rials for disclosure of anti-takeover proposals. The instructions urge that 
companies disclose the specific takeover actions, reasons for the attempts, how 
the anti-takeover proposal would work, and whether its board has voted on 
the proposal.
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FASB Proposes 
New Standards 
Format
FASB Exposes 
Drafts on Oil and 
Gas; Leases
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Financial Accounting Standards Board has proposed a new method for 
dealing with industry accounting methods and accounting questions of limited 
application that have been subjects of statements of position already issued or 
currently being prepared by the Institute’s accounting standards executive com­
mittee. FASB review of certain matters covered by AICPA Industry Audit and 
Accounting Guides is also proposed.
The proposal states that the board believes that FASB resolution of account­
ing problems, rather than by SOP, is “desirable because a single standard- 
setting body is more likely to produce a coordinated and consistent set of 
standards.” To implement this procedure, the following new methods would 
be instituted:
□  Task forces would be appointed to rewrite AICPA industry audit and account­
ing guides into FASB statement format without changing the provisions.
□  Exposure of these rewritten standards for public comment.
□  Issuance of a final Statement of Financial Accounting Standards, to be
amended or interpreted by the FASB should the need arise.
Also, to deal with certain accounting problems, the board proposes a new 
category of pronouncements, to be known as FASB Technical Bulletins, to be 
prepared by the board’s staff and not voted on by the FASB. These bulletins 
would be issued to resolve specific implementation questions relating to applying 
FASB statements or interpretations and “other fine tuning of established 
standards.”
Comments are due by January 1 0 , 1979. Copies are available free, in reason­
able quantities, from the FASB, Publications Department, High Ridge Park, 
Stamford, Conn. 06905.
The Financial Accounting Standards Board has issued an exposure draft, 
Suspension o f  Certain Accounting Requirements for  Oil and Gas Producing 
Companies, which would amend its Statement no. 19, Financial Accounting . 
and Reporting by Oil and Gas Producing Companies, to suspend the effective date 
of the statement for application of successful efforts accounting as a mandatory 
requirement. The draft is a follow-up to the FASB’s recent vote (see October 23 
Letter), and follows the SEC’s decision to opt for a new accounting method 
for oil and gas companies based on the value of their reserves.
The income tax allocation and disclosure provisions of Statement no. 19 
would not be suspended. Also, if adopted, the amendment would permit oil and 
gas companies not subject to SEC jurisdiction to continue their present account­
ing methods. Comments on the draft are due January 8, 1979.
In another matter, the board has issued an exposure draft, Lessee’s Use o f  
the Interest Rate Implicit in the Lease, which amends its Statement no. 13, 
Accounting for  Leases. If  adopted, the proposal would require lessees to use an 
estimate of the interest rate implicit in the lease if data is available to support 
such an estimate and the lease is not otherwise classified as a capital lease. 
Comments are due by January 5, 1979.
Up to five free copies of the drafts are available until the respective comment 
dates. Subsequently there will be a charge for copies.
SAS on Analytical 
Review Procedures 
Issued
AcSEC Acts on 
Several Issues
AICPA Benevolent 
Fund Seeking 
Support
The Institute’s auditing standards executive committee has issued Statement on 
Auditing Standards no. 23, Analytical Review Procedures. SAS no. 23 provides 
guidance with respect to analytical review procedures applied in an examination 
made in accordance with generally accepted auditing standards.
The substance of the statement is generally the same as that of the exposure 
draft issued last spring (see May 22, 1978 Letter). The SAS discusses the 
timing and objectives of these procedures, identifies the procedures to be con­
sidered in evaluating financial data and provides several examples of factors to be 
considered when planning and performing these procedures. While providing 
guidance for considering such procedures, the SAS does not require any specific 
analytical review procedures be made.
The statement provides that auditors should investigate “fluctuations or 
unusual items identified by analytical review procedures” when it is believed that 
these items are indicative of matters likely to have a significant effect on the 
examination.
Copies of the SAS are being mailed to all members. Additional copies will be 
available from the order department at $1.25 each.
The AICPA’s accounting standards executive committee took the following 
actions at its November 1-2 meeting:
□  Agreed to reexpose for public comment, after FASB review, a proposed 
statement of position on accounting for title insurance companies.
□  Agreed to issue, after FASB review, statements of position in the following 
matters: accounting for investments of stock life insurance companies, 
reporting on intercorporate tax allocations and accounting for motion picture 
films.
□  Agreed to send to the FASB issues papers on the following matters: account­
ing for involuntary conversions and on reporting finance subsidiaries in 
consolidated financial statements.
□  Approved a letter to be sent to the FASB on the practice problem of reporting 
on uncertainties. The letter endorses the recommendation of the Com­
mission on Auditors’ Responsibilities.
□  Approved a letter of comment to be sent to the FASB on the board’s proposed 
interpretation of APB Opinion 25, Accounting for Stock Issued to Employees. 
An additional letter was also agreed upon to be sent on APB 25 practice 
problems not covered by the proposed interpretation.
The next meeting of the committee is in New York on December 5-6.
The Institute’s Benevolent Fund is again seeking contributions from members to 
provide much-needed help to CPAs and their families who find themselves in 
financial difficulty. Since 1933, the fund has been providing relief for needy 
members of the Institute and their families.
The fund is supported solely by AICPA members. Last year some 3,500 
members contributed to the fund, and assistance totaled $67,530 to more than 20 
needy cases during the year. Your donations will enable the fund to continue 
assistance to these and other CPAs and their families.
For further information, contact Jim Flynn, member relations division 
(212/575-6439).
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The proportion of accounting graduates finding positions in public accounting 
will rise from 27 percent in 1976-77 to 29 percent in the 1981-82 period.
This seems to be one of the basic conclusions drawn from the recently pub­
lished eighth annual study, The Supply of Accounting Graduates and the Demand 
for Public Accounting Recruits, made by the Institute. The survey covers a 
stratified sample of 116 firms and 523 colleges and universities as to their pro­
jected manpower requirements and the supply of accounting graduates. The 
following are some of the conclusions in the study:
□  This year’s demand by these firms for accounting graduates will total 14,600 — 
up more than 1,200 from last year.
□  Next year’s anticipated demand will increase to 15,650 and to 19,030 in 
1981-82.
□  The number of graduates with doctoral degrees in accounting is expected to 
double by 1981-82.
□  The supply of and demand for female graduates with accounting degrees is 
expected to increase substantially over the years covered in the survey.
Copies of the survey are available upon written request from the Institute’s 
division on relations with educators.
NOTICE OF AICPA PUBLIC MEETINGS
Accounting Standards
An open meeting of the AICPA’s accounting standards executive committee will be held in 
New York on December 5-6 in the AICPA board room (fifth floor). Sessions start at 9:00 a.m.
December 5 — a.m.
□  Chairman’s report; comments of FASB representatives; Accounting for loss on a sublease. 
(Report of task force.)
December 5 — p.m.
□  Personal financial statements. (Discussion of preliminary draft.)
□  AcSEC-FASB relations. (Report of task force.)
December 6 — a.m.
□  Time paid not worked. (Discussion of preliminary draft.)
□  Product financing arrangements. (Consider draft for publication.)
December 6 — p.m.
□  Accounting by joint ventures. (Preliminary discussion.)
The next scheduled meeting of the committee will be in January 1979. Exact dates and locations 
are yet to be determined.
Federal Taxation
An open session of the meeting of the federal taxation executive committee will be held on 
December 7, in Coronado, California at the Hotel del Coronado starting at 7:30 a.m. There will be 
discussion of the following reports:
□  Interpretation no. 1 — Responsibilities in Tax Practice — Practitioners response to Section 274 
Question.
□  Reports from subcommittee chairmen.
□  Recommended tax law changes.
□  Recommended projects for comments on regulations in development stage.
The next scheduled meeting of the committee is February 19-20, 1979 in New Orleans.
The changes from this notice will be reported by the meetings information telephone service. 
The number is 212/575-5694.
Accountant Supply 
and Demand Study 
Issued
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Washington Briefs President Carter, in a last minute flurry of activity, signed into law the following 
three pieces of legislation: The Revenue Act of 1978; the Foreign Earned Income 
Act of 1978, which affects foreign income earned by Americans abroad; and 
the Energy Tax Act of 1978. Previously, he had signed a bill prohibiting the issu­
ance before 1980 of final regulations relating to the taxation of employee fringe 
benefits.
The U.S. Supreme Court refused to review a challenge to the Federal Trade 
Commission’s line of business reporting program, thus letting stand a lower court 
decision which held that the FTC could employ both the line of business reports 
and the corporate patterns survey report. Under the program, the 500 largest 
U.S. manufacturers must supply sales and profit data broken down into 260 
industrial categories.
The President has signed an ethics-in-government bill (S 555) which applies new 
disclosure standards to nearly 14,000 government officials in the three branches 
of government. The bill requires public financial statements disclosing data 
on income, gifts, assets and liabilities from those officials. Also, new restrictions 
are placed on the “revolving door” between government and private industry.
The SEC has issued Staff Accounting Bulletin no. 24 regarding business com­
binations accounted for as purchases. The bulletin describes a factual situation 
which rebuts the presumption that a company, whose former shareholders either 
retain or receive the larger portion of the voting rights in a combined corpo­
ration, should be treated as the acquirer in a purchase transaction.
Also, the SEC has issued Staff Accounting Bulletin no. 25, which provides guid­
ance on disclosing relationships with independent public accountants in proxy 
statements. The bulletin includes a list of additional services provided by an 
accountant in connection with the audit function that should be disclosed.
A Municipal Securities Information Document Central Repository is being formed 
to aid CPAs involved with municipal securities. Established by the Municipal 
Finance Officers Association and Disclosure, Incorporated, the repository will 
receive final documents submitted by state and local government issuers, under­
writers and other relevant individuals. These documents will then be microfiched 
and made available to interested parties. For further information, contact the 
MFOA, 1750 K Street, N.W., Suite 650, Washington, D.C. 20006.________________
The CPA Letter
American Institute of Certified Public Accountants, Inc. Second-class postage paid at New York, N.Y.
1211 AVENUE OF TH E  AMERICAS, NEW YORK, N.Y. 10036
December 11, 1978
Vol. 58 No. 21
Tentative Report 
on Management 
Reports Issued
Draft on Interim 
Financial 
Statements 
Exposed
The CPA Letter
A Semimonthly News Report Published by the AICPA
The Institute’s reports by management special advisory committee has issued 
a tentative report and is seeking comments on its recommendations regarding 
the types of disclosure and representations that a management report should 
contain. The committee was established to consider the recommendations of the 
Commission on Auditors’ Responsibilities pertaining to management reports 
and the representations and assurances that should be included in a report on 
financial statements by management.
Among the tentative conclusions and recommendations in the report are
□  Companies disseminating annual reports should include a report by manage­
ment on the financial statements. The primary objective of this report
is “to inform financial statement users of management’s responsibility for 
those statements and the various means by which it is fulfilled.”
□  The management report should state that management is responsible for all 
the information in the annual report, whether audited or unaudited, for 
the internal consistency of that information, and for making judgments and 
estimates and selecting accounting principles that are in accordance with 
generally accepted accounting principles appropriate in the circumstances.
□  Management should make a representation that the company’s system 
provides reasonable accuracy of meeting the objectives of internal accounting 
control.
□  The composition and duties of the audit committee should be described or 
cross-referenced to a separate section of the annual report describing 
the committee.
□  The role of the independent auditor to render an independent opinion on 
management’s financial statements should be described.
Comments are due by March 8 ,  1979, and should be directed to Meryl Reed 
at the Institute. Copies of the report have been sent to all practice units. 
Additional copies are available from the AICPA order department.
The Institute’s auditing standards board has issued an exposure draft of a 
proposed statement on auditing standards entitled Review o f  Interim Financial 
Statements. The draft would supersede SAS no. 10, Limited Review o f Interim 
Financial Information, and SAS no. 13, Reports on a Limited Review  o f  Interim 
Financial Information, and would be applicable to reviews of interim financial 
information of publicly-held companies presented alone and reviews of interim 
data presented in a note to the audited financial statements of any entity.
A key point in the draft is that, based on the accountant’s performance of 
specified review procedures, he should be permitted to issue a report, accom­
panied by an expression of assurance, on his review of interim financial 
information of publicly-held companies. Such a report could accompany interim 
financial information issued by these companies that is contained in reports to 
stockholders, the board of directors or others, or filed with regulatory agencies.
Comments are due by February 1 , 1979. Copies of the draft may be obtained 
shortly from the Institute’s order department.
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Two SOPs 
Issued by ASD
The Institute’s accounting standards division has approved two statements of 
position; one dealing with real estate venture investments; the other with 
product financing arrangements. The SOPs were prepared for review by the 
Financial Accounting Standards Board.
□  SOP 78-8, Accounting for Product Financing Arrangements, presents 
guidance to determine whether a company that “ sells” a product and in a 
related transaction agrees to repurchase the product has, in substance, 
transferred the risks and rewards of ownership of the product.
□  SOP 78-9, Accounting for Investments in Real Estate Ventures, presents the 
division’s recommendations on accounting for investments in real estate 
ventures — in particular, corporate joint ventures, general and limited partner­
ships and undivided interests. The recommendations are intended to narrow 
the range of alternative practices in this area.
Copies of the SOPs will be available later this month from the Institute’s 
order department at $1.50 each with usual quantity discounts.
CPE Establishes 
Two Tax 
Programs
The Institute’s CPE division has set the following two conferences:
□  The second annual AICPA estate planning conference will be held August 
6-10, 1979, at Lincolnshire Resort in Illinois. The conference will focus on the 
financial, tax and administrative aspects of estate planning at an advanced 
level. Topics to be covered include: valuation, grantor trusts, liquidity, 
migrant executive, gifts to minors and charity and gifts of insurance. Registra­
tion fee is $275. Registrants should have attained a supervisory level in 
practice, attended certain basic estate planning courses or had extensive 
experience in the field.
□  The third annual AICPA-University of Michigan tax education program will 
be held July 15 to August 1 1 , 1979, at the University of Michigan. The first 
two weeks will include tax research, basic tax concepts, practice before the 
IRS and basic corporate tax problems, property transactions and Subchapter
S corporations. The second half will include partnerships, advanced Sub­
chapter C, introduction to estate and gift taxation and income taxation of 
fiduciaries. The fee is $550 for one week; $1,000 for two weeks (a double 
discount of $100 for registrations received before March 15 and regular 
discount of $50 for those received before May 15).
For information on both programs, contact Herb Finkston at the AICPA.
Technical Staff 
Changes
The AICPA recently announced several changes in staff responsibilities. Thomas 
P. Kelley (212/575-6656) will assume overall responsibility for administering 
the Institute’s division for CPA firms. His new title will be managing director- 
technical. He will also administer the SEC practice section of that division, 
replacing Thomas Hanley, who is resigning December 15.
John R. Mitchell (212/575-6359) has been appointed director of the private 
companies practice section. (He replaces David H. Lanman, Jr., who is retiring 
at the end of the year.) Monroe Kuttner (212/575-6363) has been promoted to 
director of the Institute’s management advisory services division, replacing 
Mitchell in that position. Also, as of December 15, the peer review program will 
become the quality control review division, directed by Ted Felix (212/575-6396).
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FASB Issues 
Three New 
Publications
FAF Reelects 
Two Trustees; 
Elects One
AICPA Computer 
Conference 
Date Set
Two AICPA 
Members are 
Expelled
The Financial Accounting Standards Board has issued three new publications:
□  Report on Financial Accounting Standards no. 5: Impact on Corporate Risk 
and Insurance Management — This report studies the economic consequences 
of FASB Statement no. 5, Accounting for Contingencies, on businesses, 
particularly the purchase of unneeded or uneconomic insurance. It includes
a comparison of 74 companies having self-insurance reserves before the 
statement was issued in 1975 with 85 companies without such reserves.
□  Statement of Financial Concepts Accounting Concepts no. 1: Objectives o f  
Financial Reporting by Business Enterprises — This is the first in a new series 
intended to establish the objectives and concepts that the board will use
in developing standards of financial accounting and reporting. The statement 
is a follow-up to the exposure draft issued last December.
□  FASB Interpretation no. 27, Accounting for  a Loss on a Sublease — This 
interpretation clarifies that recognition of a loss by an original lessee who 
disposes of leased property or mitigates the cost of an existing lease com­
mitment by subleasing the property is not banned by FASB Statement no. 13, 
Accounting for  Leases.
For information on the prices of these publications, contact the FASB, 
Publications Department, High Ridge Park, Stamford, Conn. 06905.
The Financial Accounting Foundation recently announced that two trustees have 
been reelected and one new trustee has been elected, all to three-year terms 
effective January 1, 1979.
The new trustee is Harvey Kapnick, chairman and chief executive of Arthur 
Andersen & Co. Walter P. Stern, senior vice president and director of Capital 
Research Company, was reelected to a second three-year term. Stanley J. Scott, 
managing partner of Alford, Meroney & Company, Dallas, was elected to a full 
term. Scott had served as a trustee in an ex officio capacity while AICPA 
chairman in 1978. Joseph P. Cummings, deputy senior partner of Peat, Marwick, 
Mitchell & Co., will serve as an ex officio trustee of the Foundation during his 
term as AICPA chairman in 1978-79.
The AICPA’s Fifteenth Annual Computer Services Conference will be held May 
13-17, 1979, at the Hyatt Regency Hotel in San Francisco.
For this conference there will be six different tracks designed to allow 
registrants to choose a specific study path. The six tracks include sessions in the 
following areas: basic EDP users, experienced EDP users, basic EDP audit, 
advanced EDP audit, specialized EDP audit and general topics in EDP. The key­
note speaker will be Charles P. Lecht, chairman and president of Advanced 
Computer Techniques Corporation.
Registration fee is $250. Advanced programs will be available in March.
For further information, contact Alan Frotman at the AICPA.
The Institute’s bylaws provide that any member convicted of a crime defined as 
a felony under the laws of the convicting jurisdiction shall have his membership 
terminated upon the filing of a final judgment of conviction with the Secretary.
On October 16, 1978, the membership of Edward B. Dooley of Spring Lake, 
New Jersey, was terminated following receipt of a copy of the order of judgment 
of his conviction of knowingly conspiring to misapply and cause to be mis­
applied bank funds by making financially unsound loans.
On October 30, 1978, the membership of Michael Palladino of North 
Arlington, New Jersey, was terminated following receipt of a copy of the order 
of judgment of conviction, on his plea of guilty, of bribing an IRS agent.
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Washington Briefs The SEC has issued Staff Accounting Bulletin no. 26 relating to accounting and 
disclosure matters affecting bank holding companies. Also, it issued Staff 
Accounting Bulletin no. 27, which notes that the general principles expressed in 
SABs are intended to provide guidance for events and transactions with 
similar accounting implications.
At an open meeting last month, the SEC approved a series of changes in proxy 
rules designed to give shareholders more data about the composition and 
effectiveness of corporate boards of directors. The commission will not require 
companies to characterize their directors as “affiliated nonmanagement” or 
“independent.” Also, the rules will require companies to state whether they have 
audit, nominating and compensation committees and to include a brief 
description of the functions performed by these committees.
The SEC, in Rel. no. 33-5992, has issued revised guides for disclosure of finan­
cial forecasts. It authorized publication of Guides 62 and 5 which provide data on 
voluntary public disclosure of projections. In addition, the commission issued 
a proposed safe-harbor rule for projections (Rel. no. 33-5993).
President Carter has signed into law a bill (P.L. 95-628) that revises miscellaneous 
timing requirements of the Internal Revenue Code. The bill contains eight 
technical amendments including the period of limitations for credit or refund 
with respect to certain carrybacks of losses and credits.
The IRS has issued final regulations on the liability of income tax preparers for 
failing to compute and report additions to the tax imposed on the taxpayer for 
underpayment of estimated tax. This rule provides that a preparer is not subject 
to penalty (Section 6694) for failing to compute and report these tax additions.
For further information, see the November 20 Federal Register.
The IRS has published final regulations on employee stock ownership plans.
The regulations reflect changes made by ERISA and the Tax Reform Act of 1976. 
They also supersede temporary regulations issued earlier this year.
Legislation to abolish the Small Business Administration will be introduced 
in the 96th Congress by Senator William Proxmire (D-Wis.). Noting that the 
agency had “lost its way and outlived its usefulness,” the senator said almost 
$4 billion could be saved by this action.
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Highlights of 
Board of Directors 
Meeting
First Accounting and 
Review Services 
Standard Set
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Among the actions taken by the AICPA’s board of directors at its meeting on 
December 8-9 were the following:
□  Agreed, in general, with a Financial Accounting Standards Board proposal to 
assume responsibility for industry accounting guides and AcSEC statements 
of position, but plans to offer several modifications. The FASB will be
urged to adopt existing guides and industry SOPs as authoritative statements, 
as it did with ARBs and APB Opinions, without rewriting them and exposing 
them for public comment. The board also expressed concern about whether 
the FASB would be able to modify its procedures to act on a timely basis.
□  Agreed, if the FASB issues standards on supplemental disclosures in 
financial reports outside the financial statements, to submit a resolution to 
council to designate the FASB, under Rule 204, as the body to promulgate 
such standards relating to the auditors’ responsibilities under SASs.
□  Authorized formation of a joint committee with representatives of NASBA 
and SSEA to review the current processes for regulation (including peer 
review programs) to reduce or avoid duplication.
□  Authorized the professional ethics division to actively seek out apparent 
violations of technical standards by gaining access, wherever possible, to 
reports issued by members on financial statements.
□  Authorized, in a letter to be sent to the SEC transmitting the report of the 
special committee on audit committees, the suggestion that if audit com­
mittees are to be mandated, it be done in such a way as not to create an undue 
burden on registrants or “further aggravate the perceived displacement 
problem.” (See separate story on page 4.)
□  Agreed that the SEC be requested to reconsider ASR 250 which requires 
disclosure in proxy statements of non-audit services for a registrant by the 
independent auditor.
□  Approved a program of breakfast meetings with state delegations of members 
of Congress and their staffs to build a better understanding of the profession.
□  Approved a program for state societies whereby the AICPA will produce 
video tapes, on a periodic basis, on professional developments for use at 
society meetings. (See separate story on page 4.)
□  Decided to recommend to council that the accounting and review services 
committee be designated a body to issue enforceable standards under Rule 204.
The Institute’s accounting and review services committee recently approved the 
first of a new series of statements on standards for accounting and review 
services. The statement, entitled Compilation and Review  o f Financial State­
ments, defines the compilation of financial statements and the review of financial 
statements of a nonpublic entity and provides guidance as to the standards 
and procedures applicable to such engagements.
Forms of reports appropriate for such engagements are also included. The 
statement will be effective for compilations and reviews of financial statements 
for periods ending on or after July 1, 1979.
Copies of the statement will be mailed to all members during January.
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At its meeting late last month, the Financial Accounting Standards Board took
the following actions, among others:
□  Tentatively decided to amend FASB Statement no. 13 as follows: 1—Sales 
with minor leasebacks wouldn’t be subject to the sale-leaseback provisions of 
Statement no. 13; thus, profit on such sales generally wouldn’t be recognized 
at the time of sale; and 2—The amount of the gain or loss on the sale would
be adjusted if the rentals on such minor leasebacks are unreasonable in 
relation to the market rate of rental.
□  Requested the staff to prepare an exposure draft amending FASB Statement 
no. 13 to require that leases of real estate satisfy the criteria of both the 
statement and the AICPA Industry Audit Guide, Profit Recognition on Sales 
of Real Estate, to be classified as sales-type leases.
□  Tentatively decided to issue a final interpretation on Accounting for Stock 
Appreciation Rights and Other Variable Stock Option or Award Plans:
An Interpretation of APB Opinions nos. 15 and 25.
At its most recent meeting, the executive committee of the professional ethics 
division approved the issuance of three interpretations and two ethics rulings.
The texts of these documents will be published in a forthcoming issue of the 
Journal of Accountancy.
□  A modification of Interpretation 101-1 would permit honorary directorships 
and trusteeships, providing that the position is identified as honorary and 
that there is no participation in management functions.
□  The application of Interpretation 101-7 regarding the application of Rule 101 
to professional personnel includes all partners, shareholders and full or 
part-time employees located in an office participating in a significant portion 
of an engagement.
□  Interpretation 501-2 was approved which holds that discrimination based on 
race, color, religion, sex, age or national origin in hiring, promotion or
salary practices is presumed to be an act discreditable to the profession.
□  A new ethics ruling, under Rule of Conduct 101, lists two exceptions to the 
provision regarding independence of a member in respect to employer 
sponsors of an employee benefit plan.
□  Also under Rule of Conduct 101, a new ethics ruling sets forth the conditions 
under which participation of a member’s spouse in employee stock 
ownership plans of a client does not impair independence.
The committee also voted to expose for comment ethics rulings on Location 
of Separate Business and Data Processing: Billing Service. One proposed ethics 
ruling was withdrawn: Confidentiality of Names of Clients.
Interamerican 
Accounting 
Association 
Conference Set
Preparations are underway for the 13th Conference of the Interamerican 
Accounting Association to be held September 16-20, 1979, in Panama. The theme 
of the meeting is unification of accounting practices in America: realities and 
expectations. Authors are being sought for papers on eleven subjects for dis­
cussion at the conference. The deadline for submitting papers in English, Spanish 
or Portuguese is February 1, 1979. For additional information on the conference, 
including registration forms and official programs, contact Evelyn Trotman at 
the Institute. The deadline for registrations is June 15, 1979.
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SOP on Nonprofit
Organizations
Issued
AcSEC Approves 
Issues Paper and 
Two Comment 
Letters
PCPS Chairman
The Institute’s accounting standards division has issued a statement of position 
on Accounting Principles and Reporting Practices for  Certain Nonprofit 
Organizations. SOP 78-10 recommends financial and accounting principles and 
reporting practices for nonprofit organizations not covered by existing industry 
audit guides that prepare financial statements in conformity with generally 
accepted accounting principles. The statement is a follow-up to the exposure 
draft issued last spring (see April 10 Letter) and a discussion draft issued in 1977.
The key recommendation in the SOP is that financial statements of non­
profit organizations represented are to be prepared using the accrual basis of 
accounting. However, reporting on a fund accounting basis “may be helpful 
where needed to achieve a proper segregation of unrestricted resources from 
those resources over which the board has little, if any, discretion because of 
externally imposed restrictions.”
Three basic financial statements are recommended in the SOP for nonprofit 
organizations: balance sheet, statement of activity and statement of change 
in financial position. Sample financial statements of 13 different types of nonprofit 
organizations illustrating the application of the reporting practices discussed 
are included.
As the Financial Accounting Standards Board has a project on its technical 
agenda on financial accounting for nonbusiness organizations and the results 
of this study may affect the recommendations in this SOP, the division has 
concluded that the principles in this statement need not be adopted until the 
FASB has completed its project.
Copies of the statement will be available about mid-January from the 
Institute’s order department.
Among the actions taken by the AICPA’s accounting standards executive com­
mittee at its meeting earlier this month were the approval of an issues paper 
and two letters of comment as follows:
□  An issues paper on time paid not worked was approved for submission to the 
screening committee of the Financial Accounting Standards Board. AcSEC 
issues papers identify the major issues in a particular area, without reaching 
basic conclusions, for FASB consideration.
□  Revisions were made and approval given for a letter of comment to be sent to 
the FASB on its “Request for Written Comments on a FASB Proposal for 
Dealing with Industry Accounting Matters and Accounting Questions of 
Limited Applicability.”
□  A letter of comment to the FASB was revised and approved on a suggested 
amendment to FASB Statement no. 13, Accounting for  Leases, dealing with 
accounting for a loss on a sublease not involving a disposal of a segment.
Copies of the letters of comment are available from the accounting standards 
division.
The committee has canceled its January meeting and, therefore, will not 
meet until March 6-8 in Phoenix.
Robert A. Mellin, managing partner of Hood and Strong, San Francisco, has been 
elected chairman of the private companies practice section executive committee 
for 1978-79. He succeeds Glenn Ingram, Jr. of Chicago.
Mr. Mellin has served in several capacities with the AICPA’s professional 
ethics executive committee, a CPE subcommittee, practice group “A” advisory 
committee. He has just finished a term as a council member and is the outgoing 
president of the California State Board of Accountancy. Mr. Mellin also is a 
member of the Institute’s board of directors.
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Report on Audit
Committees
Approved
Recent Publications
Videotape Service 
Available to State 
Societies
Family Tax 
Reminder 
Now Available
The Institute’s board of directors has approved the report of the special com­
mittee on audit committees. The committee was charged with studying whether 
the AICPA should require companies to establish audit committees of their 
boards of directors as a condition of an audit by an independent public accoun­
tant and if so, to establish a plan for adoption of a requirement.
Among the study’s conclusions is that audit committees can be helpful to 
both corporate directors and independent auditors in fulfilling their respective 
responsibilities and cites the Institute’s long-standing position favoring this 
concept. However, the committee “cannot conclude that audit committees are 
necessary either for the maintenance of auditor independence or for performance 
of an audit in accordance with generally accepted auditing standards.” In light 
of this, the committee doesn’t believe there is a reasonable basis for the Institute 
to establish a requirement for audit committees.
The report, which includes the comments received in response to the issues 
paper released earlier this year, has been sent to the Securities and Exchange 
Commission. Copies of the report will be available from the AICPA order 
department in late January at a nominal charge.
W orking with the Revenue Code—1979 — This updated edition of the Institute’s 
annual tax guide provides advice on IRS procedures and discusses provisions of 
the Code. The material is drawn from recent Tax Clinic columns of the Tax 
Adviser. Price is $12.50; $10 to members, from the order department.
Accounting Education — A Statistical Survey 1977-78 — This report, a follow-up 
to two previous studies, was designed to obtain selected empirical data on 
accounting education that may help accounting educators, practitioners and 
others interested in enhancing the academic preparation for professional account­
ing careers. The study, which was jointly sponsored by the AICPA and Texas 
Tech University, provides statistics on certain characteristics of accounting 
education at junior, senior and graduate levels. Copies are free on written 
request from the AICPA’s division on relations with educators.
CPA Video Journal — a video-cassette information service for CPA state 
societies — is being produced by the AICPA’s public and state society relations 
division. The service offers societies a series of interviews, discussions and 
analyses of late developments of interest to practitioners.
The programs are produced at the AICPA’s studios and distributed for use 
by societies or  chapters. To assure playback capability, the AICPA will donate 
one playback unit to each society and contribute others on a matching basis.
The first program, on current developments in accounting and auditing 
standards-setting, will be available in January to participating societies. It was 
recorded in black-and-white; future programs will be produced in color.
For further information on CPA Video Journal, contact Bradford E. Smith 
at the AICPA.
A Family Tax Reminder, a quick reference source of 45 useful hints for saving 
tax dollars, is now available. The device is designed to remind taxpayers of 
often overlooked tax breaks and carries various income tax headings around the 
rim of a wheel. By turning an inner disc and lining up the appropriate openings, 
frequently appropriate tax breaks in these categories appear.
The Family Tax Reminder is part of the Fourth National Public Relations 
Campaign prepared by the AICPA’s public and state society relations division for 
state society use.
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As a result of a resolution by the members at the AICPA’s annual meeting in 
October, Chairman Cummings has appointed a special committee on small and 
medium-sized firms. The committee will study the future viability and prospects 
of these firms.
It has been directed to include in its study the effect of certain discriminatory 
practices by banks, underwriters, investment bankers, audit committees and 
other users of financial statements who select or influence the appointment of 
independent auditors. The committee, under the chairmanship of Samuel A. 
Derieux of Derieux, Baker, Thompson & Whitt, Richmond, Virginia, will report 
on its progress to the board of directors for transmittal to council and the 
membership prior to the annual meeting to be held in October 1979 in 
New Orleans.
Other members of the special committee are
• Lowell A. Baker, Meaden & Moore, Cleveland.
• George L. Bernstein, Laventhol & Horwath, Philadelphia.
• Alan P. Brout, Brout & Company, New York.
• W. Thomas Cooper, Jr., Frerman & Smiley, Louisville.
• Curtis L. Frazier, Brantley, Spillar & Frazier, Fort Worth.
• Morris B. Hariton, M. B. Hariton and Company, Washington, D.C.
• Glenn Ingram, Jr., Glenn Ingram and Company, Chicago.
• Charles Kaiser, Jr., Harris, Kerr, Forster & Company, Los Angeles.
• Bernard Z. Lee, Seidman & Seidman, Houston.
• Alex Postlethwaite, Postlethwaite, Netterville, Evans and Major, Baton Rouge.
• Norman S. Rachlin, Rachlin & Cohen, North Miami Beach.
• Donald E. Schmaltz, Schmaltz & Company, Southfield, Michigan.
• Robert S. Siskind, Siskind, Shapiro & Company, Hartford, Connecticut.
• Charles A. Taylor, Charles A. Taylor & Associates, Inc., Boulder, Colorado.
NOTICE OF AICPA PUBLIC MEETING
Auditing Standards
An open meeting of the AICPA’s auditing standards board will be held in New York on 
January 9-10, 1979, in the AICPA offices, from 9:00 a.m. to 4:00 p.m.
January 9 — a.m.
□  Financial Forecasts and Projections. (Discussion of status.)
January 9 — p.m.
□  Auditors’ Reports. (Discussion of preliminary draft.)
(Closed session from 4:00-5:00 p.m.)
January 10 — a.m.
□  Auditors’ Involvement with Required Supplemental Information. (Discussion of point outline.)
□  Sections 516 and 517 of Statement on Auditing Standards no. 1. (Reconsideration.)
January 10 — p.m.
□  Sections 516-517 discussion continued. (Possible exposure draft.)
□  Oil and Gas Reserve Information. (Discussion of proposed exposure draft.)
Future meetings are scheduled as follows (in New York unless otherwise indicated): February 
21-23, April 3-5 (Houston — Galleria Plaza), May 15-17, June 26-28, August 7-9 (San Francisco — 
Hyatt at Union Square), September 18-20, October 30-November 1, December 11-13 (Atlanta — 
Marriott) and January 23-25, 1980.
Changes from this notice will be reported by the meetings information telephone service.
The number is 212/575-5694.
Special Committee 
Formed to Study 
Smaller Firm Needs
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Washington Briefs The SEC has issued final rules, in Rel. no. 33-6003, relating to management
remuneration. The new rules require issuers to publish executive compensation 
tables reflecting salaries, bonuses and other compensation or “perks.” These 
amendments will apply to reports for fiscal years ending on or after December 25, 
1978, for initial filings made on or after January 1, 1979.
The SEC, in Rel. no. 33-5998, has proposed amendments to the short form (Form
S-16) for registering securities. The proposal covers documents incorporated 
by reference into the registration statement and modifications to that statement. 
Comments are due by January 2 2 , 1979.
SEC Chairman Harold Williams has announced a study of the fees levied by the 
commission. The study will deal with the purpose of such fees; the degree to 
which the fees are burdensome; the relationship of burdens and benefits created 
by the fees; and the relationship between the size of fees and commission 
expenses in rendering services.
Senator Edward Kennedy (D-Mass.) is expected to propose a new national 
appeals court to hear tax cases. According to an aide to the senator, a bill will be 
introduced next year to establish a court to hear appeals on civil tax matters, 
patent and copyright disputes and transportation cases.
The IRS has issued final regulations on the disclosure of tax returns and return 
information to the Justice Department. These rules provide for the disclosure of 
returns and return data during preparation for proceedings or investigations 
involving tax administration and compliance.
The IRS is developing a program to test taxpayer reporting of state tax refunds 
on their federal tax returns. The test program is expected to be in effect from 
January 1 to July 31 of next year and will use tax refund data supplied by state 
tax officials to determine if taxpayers are complying with federal rules on state 
tax refunds.
The Social Security Administration has issued final rules, effective November 30, 
implementing the annual wage provisions of the Social Security Amendments 
of 1977. The amendments eliminate the need for employers to break down 
employee wages on a quarterly basis. Most of the final rules describe how much 
money an individual has to earn in a year to be covered under the social 
security program.
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